December, 1937 











/ 


‘The : 
Controller 


PUBLISHED BY 


CONTROLLERS INSTITUTE OF 
AMERICA 





TOBIN 














IN THIS ISSUE 


Annual Review of Important Federal Tax 
Decisions and Rulings 


By WALTER A. Cooper, C.P.A. 


Transition from Artificial to Natural 
Recovery lVot Easy Matter 


By RussELL WEISMAN 


Planning Committee of Controllers Institute 
Invites Members To Help Plot 
Course of * ontrollership 


By DANIEL J. HENNESSY 





























Uolume V Price, 50 Cents Number 12 

















PUT IT THERE! 
WE’RE GOING TO 
GIVE IT... ge 


o% 
aN 


THE DESK TEST 
< 4k 


® That is the only way to learn quickly 
the reasons why Royal is World’s No. 1 
Typewriter. © Under the exact working 
conditions of your office, on your own 
operators’ desks—check the Easy- 
Writing Royal’s letter-perfect typing 
— its smooth, quiet operation — its all- 
round mechanical excellence. © Let the 


DESK TEST speak for Royal! 
*GET A 10-DAY DESK TEST FREE! 


rf Fill out! Clip! Mail today! Or—phone your local Royal Representative 
Royal Typewriter Company, Inc. 
Copyright, 1937 — Department wC-1237 


Company 2 Park Avenue, New York City 


Royal Typewriter Co 
Please deliver an Easy-Writing Royal 


WORLD'S NO. 1 TYPEWRITER  becmmemme 


TEST without obligation to me. 


























Cost Control 


Controlling costs is essential to effective man- 
agement, particularly in manufacturing plants. 
Standard costs and standard operations are con- 
trol-instruments that can be used in attaining 
planned results. The course of the American 
Academy of Accountancy on the subject of Cost 
Control is a training in modern effective man- 


agerial use of cost records. 
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720 North Michigan Avenue 
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Introducing a New Training Plan in Management Control 


Designed for Accounting Department Employees 


This training is designed to furnish solutions 
to problems reflected by these questions: 


Do accountants and operating executives look 
at business problems alike? 


Why do not business executives pay more at- 
tention to accounting reports? 


How do business managers use accounting? 


Many accounting department employees have 
received technical training in collecting, classi- 
fying, summarizing, and reporting of business 
figures. Only too often such training has failed 
to indicate the important part that figures play 
in the problems of management. If the busi- 
ness man will not trouble himself to get the ac- 
counting viewpoint, then the accountant must 
perforce adapt himself to the management view- 
point. 


Management Control is not accounting, al- 
though it is based upon accounting. Neither 
is it management, although it is concerned with 
management problems. Management Control 
trains in the uses of accounting by and for man- 





agement. 


The complete I. A. S. training in Management 
Control covers ninety substantial loose-leaf les- 


sons as represented by the following summary 
outline: 
Elements of Accounting 10 lessons 


General Accounting 30 lessons 
Business Statistics 10 lessons 
Financial Analysis 10 lessons 
Business Organization 10 lessons 
Management Control 20 lessons 

90 lessons 


Those with satisfactory general training in 
accounting may arrange to omit the first forty 
lessons, thus permitting concentration on sub- 
jects which the ordinary accounting training 
either omits or fails to emphasize. 


Over a period of years the materials for this 
training plan have been collected from many 
scattered sources and co-ordinated into a simple, 
practical course of instruction. The text, illus- 
trations, problems, charts, and methods have 
been checked and rechecked by corporate offi- 
cers, executives, and Certified Public Account- 
ants. Only simple, practical, and effective meth- 
ods of Management Control are recommended 
—those applicable in any accounting depart- 
ment. 


Your request for further information and for 
sample lesson material will be promptly hon- 
ored, whether you are interested on your own ac- 
count or on behalf of your assistants, whose 
business futures may depend upon the use of 
accounting as a constructive business force. 


INTERNATIONAL ACCOUNTANTS SOCIETY, Ine. 


A Division of the 
ALEXANDER HAMILTON INSTITUTE 
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Lditortal Comment 


A‘ this season of the year men with real purpose 
in life are known to lift up the mirror for an 
honest reflection of their progress, and by resolution 
or otherwise fix a goal for the year ahead. This is a 
process of mental activity, a balancing of accom- 
plishment with opportunity, in which the control- 
ler’s mind excels because he is trained to first get the 
facts. Like the mind of science, his is one of high 
ideals—modest because it recognizes that there are 
many things it does not know; discriminating for it 
tests and selects, or rejects, as the test may tell; and 
honest because it seeks neither to deceive nor be de- 
ceived. The controller’s respect for facts and the in- 
telligent use of them largely determines his place in 
life. When his directors gather around the table to 
discuss corporate affairs it is usual for them to speak 
of the business with accuracy and for the listen- 
ers to believe that they speak the truth, because the 
controller has supplied them with the product of his 
fact-finding mind. 

There probably never was a time when the prob- 
lems involved in our national economy called for 
analytical effort to the degree that is now demanded 
of the controller. No better proof of that statement 
can be established than by careful examination and 
analysis of the controller's place in industry, as pre- 
sented in an address by the Honorable George L. 


Barnes, and a paper by Mr. Franzy Eakin, at the 
latest annual meeting, both of which are reprinted 
in the November issue of THE CONTROLLER. Mr. 
Barnes speaks from a background of wide experi- 
ence and authority as an industrialist; Mr. Eakin in 
his presentation measures up the responsibility of 
the controller. These conditions stand out as a chal- 
lenge and an opportunity to the controller. They 
give life and increasing importance to The Control- 
lers Institute. By meeting and exchanging ideas with 
men engaged in the same mental gymnastics our 
members are in contact with a veritable laboratory 
of information on vital business problems. 

As with many things in life, we receive only as we 
are willing to give. The Institute is making definite 
progress and, through the allegiance and coopera- 
tion of controllers, a worthwhile contribution to 
American enterprise. Therein lies its hope for the 
future. These are the signs of accomplishment which 
flow through national headquarters, the sounding 
board of membership thought throughout the coun- 
try. They are particularly gratifying as we wish each 
one of you a Merry Christmas and a Happy New 
Year. 


HENry C. PERRY, 
President, Controllers Institute of America. 
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Annual Review of Important Federal 
Tax Decisions and Rulings 


Courts More Inclined Than Before To Look Through Transaction and Decide Issue on 
Basis of Real Intent and Surrounding Circumstances—Taxability of Compensation in 
Various Forms, and Bonuses, Subject of Decisions—Paper by WALTER A. CooPER, C. P.A. 


S each calendar year draws to a 
A close, and income tax problems 
which will be reflected in returns to be 
made early in the succeeding year press 
for solution, THE CONTROLLERS IN- 
STITUTE OF AMERICA presents a review 
of the important federal tax decisions 
and rulings which have been made dur- 
ing the year, with the thought that they 
will be of value to controllers and cor- 
poration officials generally. 

In accordance with that custom there 
is presented here a paper by MR. WAL- 
TER A. COOPER, a partner of the ac- 
counting firm of Barrow, Wade, Guth- 
rie G Company. 

—THE Epiror. 


Quite frequently when friends meet 
after a laspe of time we hear one ask 
the other: ‘““What’s new?” Be wary 
of giving a tax man such an opening, 
as any attempt to tell you what is new 
in the field of taxation would require 
several days. Our courts have been as 
prolific as ever in handing down de- 
cisions. Congress has done its usual 
annual tinkering with the mechanism 
of legislation, and our treasury has 
been even more ingenious in devising 
new interpretations of the law or ad- 
ministrative policies to increase the 
revenue. Hence this discussion must be 
confined to hitting the high spots, and 
to those phases of the subject which 
are likely to be of most interest to con- 
trollers representing substantial busi- 
ness concerns. 

In undertaking a review of recent 
developments in the field of taxation 
it is always desirable to adopt some 
systematic method. Controllers ought 
to be partial to systems anyway. Before 
we need concern ourselves about in- 
come tax, we must have gross income, 
so it seems logical to start with that 
general item. Under each topic will be 





included the more important Supreme 
Court and lower court decisions, Bu- 
reau rulings, and new legislation. You 
will have in mind, of course, that de- 
cisions of the lower courts, and perhaps 
more so those of the Bureau of In- 
ternal Revenue, are not necessarily 
final, so be guided accordingly. 


Gross INCOME 
Com pensation 

Questions involving compensation, 
especially that of higher paid execu- 
tives, are becoming more numerous and 
important because high tax rates on 
such salaries are leading business exec- 
utives to seek a means of obtaining 
benefit through reduced or deferred 
taxation. 

Two cases were decided during the 
past year, involving the taxability of 
insurance premiums paid on the lives 
of officers of a corporation. In both 
of these cases it was held that the pre- 
miums paid constituted taxable income 
in the form of additional compensa- 
tion for services rendered. In the Bon- 
wit case the Board of Tax Appeals de- 
cision to the contrary was reversed. 
Even if you are not concerned about 
the income phase of this problem, you 
will observe that if the insurance pre- 
mium constitutes additional income, it 
likewise constitutes a deduction for the 
corporation paying the premium, sub- 
ject, of course, to the usual limits of 
reasonableness. (*1172 Commissioner 
v. Bonwit, 87 F. (2d) 764 (cert. de- 
nied) ) (1049 Canaday v. Collector, 
86 F. (2d) 303.) 

Another very interesting decision 
is that of the Circuit Court in the 
Rossheim case (1565 Rossheim v. 
Commissioner, C.C. A. 3d (Sept. 10, 
* This number and similar numbers preced- 
ing later citations refer to paragraph numbers 


of the Prentice-Hall, Inc. 1937 Federal Income 
Tax Service. 


1937) ), involving the taxability of the 
difference between the purchase price 
and the market value of stock pur- 
chased by an officer of a corporation 
under an option received at an early 
date. In reversing the Board of Tax 
Appeals, the Circuit Court held that 
the taxpayer officer did not realize tax- 
able income through the purchase of 
the stock at a price considerably below 
the market value, basing its opinion 
in part on the fact that the option was 
given at a price representing the then 
approximate market value of the stock. 
This decision also may have some effect 
on the opposite side of the transaction 
because it would seem clear that if the 
taxpayer officer is not in receipt of in- 
come, the corporation is not entitled to 
any deduction for the difference be- 
tween market value and the sales price 
of the shares. Of course, that does not 
necessarily follow in all circumstances, 
but as the court in this case held that 
the transaction involved merely a sale 
of stock, pursuant to a contract previ- 
ously entered into, it would follow that 
the seller would obtain no deduction 
merely because it did not receive what 
it might have received had it not previ- 
ously agreed to sell the stock at a lower 
price, equal to its then market value. 
Another related subject involving se- 
curities concerns the determination of 
the market value of stock that was re- 
ceived subject to a restrictive agree- 
ment. In some cases decided in prior 
years the courts gave no effect to re- 
strictions on the disposition of shares 
received. In two recent cases the courts 
held that these restrictive agreements 
should be taken into consideration, and 
in both of them held that no taxable 
income arose because the restrictive 
agreements prevented any satisfactory 
determination of fair market value for 
the stock in question. (1274 Helver- 
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ing v. Tex-Pen Oil Co., 300 U. S. 481) 
(1312 Propper v. Commissioner, 89 F. 
(2d) 617 (No cert.).) 

Another case of interest, not so much 
because of the particular point in- 
volved but for the manner in which 
the court decided it, is that of Bo- 
gardus v. Commissioner recently (No- 
vember 8, 1937) decided by the Su- 
preme Court. The court there held that 
certain payments received from a cor- 
poration owned by former stockholders 
of another corporation which had em- 
ployed the taxpayer were exempt as 
gifts, and did not constitute compensa- 
tion for services rendered. The impor- 
tant thing about this case is that the 
court reached its conclusions on the 
basis of what the stockholders had in 
mind and what was intended even to 
the extent of disregarding some of the 
words used in_ resolutions, which 
tended to indicate that the payments 
were compensation for services ren- 
dered. 

This case illustrates what seems to 
be an increasing tendency on the part 
of our courts to refrain from laying 
down strict, technical rules to be ap- 
plied to all cases involving the same 
general propositions, but rather to look 
to the particular circumstances and 
facts of each case. This indicates the 
development of equitable principles 
along the lines of what we accountants 
might generally regard as the applica- 
tion of a rule of reason, but unfortu- 
nately it frequently leaves us in the 
position where there can be no definite 
“yes” or ‘‘no” answer to a given prob- 
lem. When that answer must be based 
on the surrounding circumstances and 
general intent of the parties even to 
the extent of disregarding exact words, 
we can never be sure of the ultimate 
outcome of an income tax dispute. 
Various persons draw different conclu- 
sions from the same circumstances. 

In another situation the courts seem 
to have followed the same methods to 
the disadvantage of the taxpayer. You 
all know that in connection with de- 
ductions the courts have consistently 
held that taxes must be claimed in the 
year they accrued, even though, as hap- 
pens in many cases involving disputed 
tax deductions, the liability is not de- 
termined or settled until after the in- 


come tax statute of limitations has ex- 
pired against the year in which it 
technically accrued. Recently, however, 
the same principle has not been ap- 
plied to refunds of various types of 
taxes and following these cases the 
Treasury Department, in a ruling is- 
sued during the past year, held refunds 
of customs duties and taxes illegally 
assessed and collected must be reported 
as income for the year of refund, if 
the taxable year in which the deduction 
was Originally taken has been closed by 
the expiration of the statute of limita- 
tions, or for any other reason. It is to 
be hoped that this principle will be ex- 
tended to the deduction of disputed 
duties and taxes. (515 Mim. 4654.) 


Bonuses 

In two cases the court held that pay- 
ments to a trustee under a stock pur- 
chase plan and/or credits to employees 
in connection with a stock purchase 
plan constituted deductions as addi- 
tional compensation, the total of all 
compensation being no more than rea- 
sonable, in the year made by the em- 
ployer, even though the employee not 
receiving the immediate payment there- 
of or having no vested right therein 
was not immediately taxable thereon. 
The bureau in the past has generally 
held such contributions or payments by 
the corporation non-deductible until 
such time as the employee had a defi- 
nite and irrevocable right to receive the 
same. These decisions, however, grant 
the corporation a deduction in spite of 
the fact that employees have no vested 
interest therein immediately after pay- 
ment by the corporation. Thus, bonuses 
or compensation set aside during these 
years of high taxes and undistributed 
income tax may, if the other citcum- 
stances fit in with the decided cases, be 
deducted when set aside by the corpo- 
ration, and taxability to the employee 
deferred. (1140 Commissioner v. Texas 
Pipe Line Co., 87 F. (2d) 662 (Cert. 
denied).) (1266 Collector v. Stude- 
baker Corporation (no cert. filed) .) 


Cancellation of Indebtedness 

Ever since the Supreme Court’s de- 
cision in the Kirby Lumber Co. case, 
an ever-increasing number of problems 


_involving the realization of income 


through the cancellation of indebted- 
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ness have developed, and decisions on 
some of these points have been handed 
down during the past year, although 
none of them are by the Supreme 
Court. In one case the Board of Tax 
Appeals held that when a settlement 
by creditors of an insolvent corporation 
through the medium of a compromise 
made the corporation solvent, the tax- 
payer realized taxable income to the 
extent of the excess of the assets re- 
tained by it over the amount payable to 
creditors after the composition settle- 
ment in which said creditors relin- 
quished part of their claims. (2534 
Lakeland Grocery Co., 36 B.T.A. 
289.) 

In another case, in an effort to avoid 
producing taxable income through the 
settlement of a debt at less than face 
value, the principal stockholder of the 
corporation acquired certain of its 
bonds at less than face value and im- 
mediately thereafter transferred the 
bonds to the corporation at the same 
price. The corporation sought to save 
the payment of income tax on the dif- 
ference between that price and face 
value on the grounds that it was a 
transaction with its principal stock- 
holder and the excess of face value 
over market value constituted a contri- 
bution of capital. The Board looked 
through the form of this transaction 
and treated it just as though the bonds 
had been acquired by the corporation 
from the original holders and taxed 
the corporation on the gain. (1430 
Briarcliff Investment Co. v. Commis- 
sioner, 90 F. (2d) 330) (Cert. de- 
nied.) 

Somewhat to the contrary, however, 
is a ruling of the Bureau of Internal 
Revenue in connection with capital 
stock tax in which it held that bonded 
indebtedness which was gratuitously 
forgiven by the bondholders who were 
also stockholders of the corporation 
constituted an addition to the original 
declared value as paid-in surplus for 
capital stock tax purposes. While we 
know, of course, that the Capital Stock 
Tax Unit which issued this regulation 
does not administer income tax af- 
fairs, and hence there is no assurance 
that the Income Tax Unit would look 
upon such a transaction in the same 
way, there is some justification for 
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using this particular ruling in support 
of the proposition that when bonded 
indebtedness is surrendered by a stock- 
holder who was also the bondholder, 
there is no taxable gain to the corpora- 
tion through the liquidation of its in- 
debtedness at less than face value. (784 
C.S. T. 4.) 

Many of you are no doubt concerned 
about unclaimed customer credits which 
arise from time to time and are carried 
on your books as liabilities, sometimes 
for many years. In a case involving 
such items the court recently held that 
the credits do not constitute income 
prior to the transfer to income account 
on the books. Since you are usually 
responsible for the time such transfers 
are made, you should have in mind that 
your action may ultimately be control- 
ling with respect to the determination 
of the year in which your corporation 
derives taxable income from that source. 
(1202 National Railway Time Service 
Co. v. Commissioner, 88 F. (2d) 904 
(No cert. filed) .) 


Stock Dividends and Rights 

We have had decisions in a number 
of cases involving stock dividends and 
rights, but you are probably more con- 
cerned with the deduction for the pur- 
pose of undistributed profits tax than 
the taxability of the receipt of such 
items by the shareholders. The case of 
Palmer v. Helvering, decided by the 
United States Supreme Court (Novem- 
ber 8, 1937) is quite interesting. It 
involved the taxability of rights to sub- 
scribe to the stock of another corpora- 
tion which was owned by the issuing 
corporation. Many of us have been 
watching for this decision, hoping it 
would dispose of a problem that con- 
cerns many taxpayers, but unfortunately 
it leaves us almost as much in the dark 
as we were before. In that case the 
American Superpower Corporation is- 
sued to its shareholders rights to buy 
stock of United Corporation which 
Superpower then owned. When the 
rights were issued to the shareholders 
they were immediately salable at prices 
in excess of $10.00 per right. The 
commissioner held such rights to rep- 
resent dividend income measured by 
the market value at the time of receipt. 
The Supreme Court held to the con- 





trary, however, not on the general prin- 
ciple that such rights do not constitute 
income, but rather because the transac- 
tion in reality involved a sale of assets 
by Superpower, the Board of Tax Ap- 
peals having found that the subscrip- 
tion price under the rights represented 
a reasonable value for the shares at the 
time the directors authorized the is- 
suance of the rights. In concluding 
that the transaction involved a true 
sale, the court looked into all the cir- 
cumstances surrounding the transaction. 
Thus, the only general principle that 
grows out of this case is that such 
rights do not constitute income merely 
because they have a market value at the 
date of receipt, or because the shares 
or property which could be purchased 
under the right had, when purchased, 
a market value in excess of the price to 
be paid under the right. In all cases, 
therefore, it will become necessary to 
study carefully all the surrounding cir- 
cumstances. This is a further illustra- 
tion of the present tendency of the 
courts to decline to lay down strict 
rules of general application. 

In another situation the court held 
that a stockholder was not bound by 
the option first elected in filing his 
return to treat the full proceeds from 
the sale of rights as taxable income, 
but permitted the taxpayer to change 
his mind at a later date and obtain a 
deduction for the cost assignable to 
such rights. It is interesting to note 
that in this case the court held that the 
taxpayer could not be prevented from 
deducting the true cost because only 
the difference between that cost and 
the sales proceeds constituted income. 
It said in effect that there was really no 
election because the income in the first 
instance was only the excess of the sales 
price over the cost, and the taxpayer 
could be taxed only on the true gain. 
(1311 Continental Bank & Trust Co. 
of N. Y., Inc. v. U. S., 19 F. Supp. 15 
(No appeal by Government) .) 


DEDUCTIONS 
Social Security Taxes 
Coming now to a consideration of 
deductions from income, let me first 
direct your attention to G. C. M. 17920 
recently issued, and holding that the 
federal excise taxes imposed upon em- 


ployers under the Social Security Act 
are deductible annual expenses which 
cannot be capitalized at the option of 
the taxpayer. Some taxpayers desired 
to capitalize, as the cost of construction, 
such taxes paid with respect to the 
wages of employees engaged in con- 
structing capital assets. You will 
bear in mind, of course, that this rul- 
ing is applicable only to such Social 
Security Taxes as are designated taxes 
upon the employer. In the Social Se- 
curity laws of some states these pay- 
ments are not designated as taxes, 
which must be deducted in the year 
incurred, but are designated as contri- 
butions or in other ways so it would 
appear that in such cases the “‘contti- 
bution’” may be treated the same as 
the wages to which they apply. On the 
other hand the Federal Social Security 
taxes levied on the employee are not 
deductible at all by the employee be- 
cause they constitute income taxes and 
the statute levying them specifically 
provides that they are not deductible. 
(12005 Sec. 803 of the Social Security 
Act.) 


Accrued Expenses and Interest 


Perhaps the most important change 
dealing with the deduction of expenses, 
and the like, is that made by the 1937 
Revenue Act. This relates to the deduc- 
tion of accrued ordinary and necessary 
expenses and interest which are not 
paid within the taxable year or within 
two and one-half months after the 
close of the taxable year. (Sec. 24(c) 
1936 Revenue Act, as amended by 
1937 Act.) Such accrued items are not 
deductible by a taxpayer on the accrual 
basis if the following conditions are 
present: 


(1) If by reason of the method of ac- 
counting used by the recipient, the 
person to whom the payments are 
to be made would not be required 
if payment were not made to in- 
clude the amount thereof in gross 
income for the taxable year in 
which or with which the taxable 
year of the taxpayer ends, and 

If at the close of the taxable year 
of the taxpayer or at any time within 
two and one-half months thereafter 
both the taxpayer and the person to 
whom payment is to be made are 
persons between whom losses would 
be disallowed under Section 24(b) 
of the Act. 
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You will observe that all three con- 
ditions must be present to make the 
expense non-deductible. You will note 
also that one of the circumstances in- 
volved is that the relationship between 
the taxpayer and the payee must be 
such that losses on sales or exchanges 
of property between them would not 
be allowed. That will be discussed later 
when this paper will deal with such 
losses. This is another of the changes 
in the law designed to prevent tax 
avoidance which has been practiced by 
relatively few taxpayers but may re- 
sult in denying deductions to a large 
number of taxpayers. There have been 
cases where taxpayers, especially cor- 
porations, reporting on an accrual basis 
would deduct accrued expenses, mainly 
compensation and interest, which a 
creditor, who is an important stock- 
holder, would not include in income 
because not actually received. Not only 
was the taxability to the recipient de- 
ferred, perhaps to a time when income 
or rates were lower, but in some cases 
it would be forgiven and never re- 
ceived or taxed. To overcome this the 
law has been changed. 

The change will affect many small 
corporations, as in those you usually 
find the important stockholders are 
ofhcers or employees, who never 
thought to save tax by deferring pay- 
ment of compensation and interest. 
Note particularly that the deduction is 
denied if the recipient would not be 
required to include that amount in 
gross income unless paid in cash. Very 
often these items are not paid within 
the year, yet the recipient includes the 
income in his tax return. Of course, 
if the theory of constructive receipt ap- 
plies, the income must be included by 
a taxpayer on a cash basis, even though 
not received in cash. However, unless 
that principle can be applied, and it 
is frequently difficult to do so, the tax- 
payer incurring the liability may be 
denied the deduction even though the 
recipient voluntarily includes the 
amount in his taxable income regard- 
less of its non-receipt. 

It is recommended that if in such a 
situation the debtor should make pay- 
ment even though he or it subsequently 
borrows an equitable sum from the 
person to whom the payment is made. 





Also in some cases bonded or other 
interest-bearing indebtedness exists and 
the fixed interest dates are such that 
payment of the last accrual is not made 
within two and one-half months of the 
close of the taxable year. In such cases 
it is recommended that the dates of 
payment be advanced. Reference was 
made earlier to a deduction of bonuses 
or compensation paid to trustees for the 
benefit of employees. This new section, 
however, would be equally applicable 
to such payments if all the other re- 
quired conditions are also present. 


Losses Between “Interested” Parties 

One of the conditions mentioned is 
that the persons involved be persons 
between whom losses would be disal- 
lowed under Section 24(b) of the act. 
This section denies the deduction of 
losses sustained on the sales or ex- 
changes of property, resulting directly 
or indirectly under the following six 
different situations: 


(1) Between members of a family. 

(2) Between an individual and a corpo- 
ration, except in the case of dis- 
tributions in liquidation, if more 
than 5° per cent. in value of the out- 
standing stock of the corporation is 
owned directly or indirectly by or 
for such individual. 


~ 
Ww 
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Between two corporations more than 
50 per cent. of the stock of each of 
which is owned by or for the same 
individual, again excepting distribu- 
tions in liquidation, if either one of 
such corporations was a_ personal 
holding company, either domestic 


or foreign. 

(4) Between a grantor and a fiduciary of 
any trust. 

(5) Between the fiduciary of a trust and 
the fiduciary of another trust, if the 
same person is a grantor with re- 
spect to both trusts. 

(6) Between a fiduciary of a trust and 


a beneficiary of such trust. 


You will note that in outlining the 
six different situations under which 
losses are not deductible, it was stated 
that losses are not allowable if they 
result directly or indirectly from such 
transactions and referred to stock 
owned by or for an individual. There 
are a number of special provisions re- 
lating to constructive ownership, what 
constitutes the members of a family, 
and so forth, but it will require too 
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much time to go into these in detail. 
Hence it is suggested that if there are 
doubts in your mind you consult the 
specific provisions of the law. 


Capital Expenses 

There is one other case that may be 
of interest to controllers and that is a 
recent decision of the Circuit Court in 
the case of the Houston Natural Gas 
Corporation. In this case the court held 
that expenditures made for the purpose 
of securing new customers, and re- 
corded as such on the books, were not 
an allowable deduction but should be 
capitalized. There is a moral in that 
for you. If you wish to secure the 
maximum expense deduction you should 
not specifically earmark expenses such 
as were here involved as representing 
the cost of securing new customers. 
This case is particularly important be- 
cause the expenses incurred included 
the salaries of solicitors who handled 
old customers as well as new and it 
really involved an arbitrary allocation, 
by the company, of part of these sal- 
aries which it set up as expense in- 
curred in securing mew customers. 
(1442 Houston Natural Gas Corpora- 
tion v. Commissioner, 90 F. (2d) 814 
(Cert. denied) .) 


Bad Debts 


During the past year decided cases 
and issued rulings have disposed of a 
problem with which a number of tax- 
payers have experienced difficulty, in 
connection with the attempts of the 
Bureau of Internal Revenue to disallow 
bad debt deductions, in whole or in 
part, on the grounds that such debts 
were partially worthless prior to the 
year in which the deduction was 
claimed and hence should have been 
written off, in part, in such prior years. 
It has been held that the right to write 
off a part of a debt is elective on the 
part of the taxpayer, subject, of course, 
to the approval of the Commissioner 
of Internal Revenue, and that the 
Treasury Department cannot force a 
partial write-off of a debt. Hence under 
such circumstances, even though a debt 
was partially worthless prior to the year 
in which it was ascertained to be wholly 
worthless, no write-off need be made 
in such prior year, and the entire 
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amount can be claimed in the year of 
complete worthlessness. (1629 Ameri- 
can Cigarette and Cigar Co. v. Bowers, 
C. C. A.-Ind., Nov. 8, 1937) (742 G. 
C. M. 18525.) 

In another bad debt problem the 
Bureau ruled that a partial bad debt 
deduction may be allowable even 
though the debt is secured by collateral 
and the collateral was not disposed of. 
In many cases in the past the bureau 
adopted an adamant position to the 
effect that no deduction would be al- 
lowed as long as the collateral was 
retained. Of course one can not merely 
inventory collateral and write a debt 
up or down because the collateral fluc- 
tuates in value, but in circumstances 
where it appears that the collateral 
either has little or only speculative 
value or some fairly definite fixed value 
with a- maximum which is not at all 
likely to be exceeded, and no other as- 
sets of the debtor can be reached, then 
it would appear that you can establish 
to the satisfaction of the Commissioner 
of Internal Revenue that the debt in- 
volved is only partially collectible, and 
obtain a deduction for the balance. 
(704 G.C. M. 18417.) 

Very recently the bureau issued a 
ruling with which some tax advisers 
disagree but which will bear discussion. 
It involves the status or classification 
of the loss sustained by an owner of 
property as the result of a foreclosure 
of a mortgage on such property. There 
has been considerable discussion about 
the question of whether or not such a 
loss represents a loss sustained on the 
sale or exchange of property and hence 
subject to the limitations on the de- 
duction of such losses, provided in 
Section 117 of the Revenue Act. This 
is the section of the law that limits the 
deduction for such losses to a net 
amount of $2,000, and in the case of 
individuals provides for the inclusion 
in the tax return of only specified per- 
centages of the gain or loss, depending 
upon the number of years the capital 
asset was held. The Bureau holds in 
this late ruling that such a loss is a 
capital loss subject to the limitations 
referred to. (975 I. T. 3135.) 

However, in another case where the 
owner of the property was not liable 
for the mortgage, having purchased 


the equity subject to the mortgage and 
later deeded the property to the mort- 
gagee, the board held that the result- 
ing loss was not a capital loss subject 
to the limitations of Section 117(d). 
This conclusion was reached on the 
theory that as the taxpayer was not 
liable for the debt he received nothing 
for the transfer and hence it was not 
a sale or exchange. Observe that the 
Board carefully distinguished this case 
from those where the taxpayer is liable 
on the mortgage bond and receives 
consideration in the form of release 
from all or part of the debt which is 
regarded as the equivalent of money 
payment. (No. 2658—Commonwealth 
Inc., 36 B. T. A—No. 140.) 

Incidentally, if you have thought, 
as many have, about the constitutional- 
ity of these limitations on the deduc- 
tion of capital losses, you will be inter- 
ested to learn that the United States 
Supreme Court denied certiorari in the 
case of Davis v. United States (1103 
Davis v. U. S., 87 F. (2d) 323 (Cert. 
denied) ), which involved the consti- 
tutionality of Section 23(r) of the 
1932 Revenue Act limiting the loss on 
the sale of stocks and bonds which 
were non-capital assets. The lower 
court upheld the constitutionality of 
the act, so it may be expected that if 
the constitutionality of Section 117 of 
the present act is ever questioned, the 
Supreme Court is likely to take the 
same position. 

Another recent case illustrates the 
effect of the method of carrying out a 
transaction upon the tax liability of the 
persons involved. In this instance a 
stockholder of a bank, in order to help 
the bank, purchased from the bank 
certain bonds at more than their then 
fair value, and claimed that the excess 
paid was deductible when the stock of 
the bank became worthless because it 
was intended to be a contribution of 
additional capital to the bank. The 
court rejected the contention on the 
grounds that no loss could be estab- 
lished until the bonds had been dis- 
posed of. If there had in fact been two 
transactions, one the purchase of the 
bonds at their then value and another 
a direct contribution of capital, the 
taxpayer would have been entitled to 
the deduction for the contribution to 


capital in the year the stock became 
worthless, but by reason of the method 
employed was denied that deduction. 
(1634 Jenkins, et al v. Collector, U. S. 
D.C. Conn., Nov. 10, 1937.) 


Basis of Assets for Determining Gain 
or Loss; Depreciation and the Like 


The most important problems deal- 
ing with the basis for determining 
gain or loss on the disposition of as- 
sets (or for depreciation, and the like) 
are those involving reorganization trans- 
actions as to certain of which the law 
requires the transferee of assets to use 
the transferor’s basis. Many corpora- 
tions have acquired assets in connection 
with some type of reorganization, 
merger, or consolidation. We have had 
many cases involving the taxability of 
transactions in connection with reor- 
ganizations. If you have followed this 
subject you will have observed an in- 
creasing tendency on the part of our 
courts, typified especially by the Su- 
preme Court's decision in the Gregory 
case (Gregory v. Helvering, 293 U. S. 
465), to hold that reorganization trans- 
actions, thought at one time to result 
in non-taxable exchanges, involved tax- 
able transactions. Many of these cases 
have been decided during the past year, 
but as it is a subject which would re- 
quire a book to discuss, no more can 
be done here than to call your attention 
to the fact that many transactions once 
thought to be exempt are taxable and 
were taxable in prior years under the 
theory of some of our recent decisions. 
Hence, if your company acquired prop- 
erty in connection with any of these 
transactions or what was thought to be 
a non-taxable exchange, it is recom- 
mended that you review the circum- 
stances and consider them in the light 
of the more recent cases. You may find 
that you are entitled to use, as a basis 
for determining gain or loss and its 
related deductions such as depreciation, 
obsolescence, and the like, more than 
the amount appearing on your books or 
the amount you previously thought was 
the correct basis. 


PERSONAL HOLDING COMPANIES 


The extent to which you are in- 
terested in domestic or foreign per- 


























sonal holding companies may be lim- 
ited, so this discussion will refer 
only briefly to the provisions of the 
1937 Act affecting these two classes 
of corporations. 


Domestic Personal Holding Companies 


The so-called “tax loophole” Act 
of 1937 made some rather important 
changes in the personal holding com- 
pany provisions, the more important 
of which are these: 


(1) The rate has been increased, now 
being 65 per cent. of the first $2,000 
of income and 75 per cent. of the 
income in excess of that amount. 
The deduction for losses on capi- 
tal assets, exceeding the amount 
of $2,000, is no longer allowed. In 
the past while such losses could 
not be deducted for income tax 
purposes, they could be deducted 
for the purpose of determining the 
undistributed net income of the 
personal holding company. The 
disallowance of this deduction will 
make a very substantial change in 
the income tax liability of some 
personal holding companies. 

(3) The unlimited deduction hereto- 

fore allowed for charitable contri- 

butions is now limited to 15 per 
cent. of the net income. 

The 20 per cent. credit heretofore 

allowed has been eliminated. 

(5) The provision of the statute per- 
mitting the stockholders to report 
their distributive shares has been 
abolished, so that the personal 
holding company must pay tax on 
the income undistributed and can 
not save that tax by having the 
individual shareholders include such 
income in their own tax returns. 
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The provisions of the law for de- 
termining what is or is not a per- 
sonal holding company have also 
been amended, the most important 
changes in that respect being: 


(1) The percentage of income derived 
from the particular sources de- 
scribed as personal holding com- 
pany income has been changed so 
that while 80 per cent. must be de- 
rived from those sources to classify 
a corporation as a personal hold- 
ing company for the first time, the 
percentage is thereafter reduced to 
70 per cent. until after a period of 
three consecutive years during which 
its income from that source is less 
than 70 per cent. of the total or until 
the stock ownership requirement is 
not met. 

(2) The source of “personal holding 


company income” has likewise 
been altered in some respects, the 
major change being to include 
rentals, unless 50 per cent. or 
more of the gross income was de- 
rived from rentals. Thus, the 
personal holding company classi- 
fication can no longer be avoided 
by obtaining 21 per cent. of gross 
income from rentals and the re- 
mainder from the other specified 
sources. 

(3) Also, there are now included in 
personal holding company income 
gains on commodity transactions 
(unless required for true hedging 
purposes), income from _ estates 
and trusts, income from personal 
services of a 25 per cent. stock- 
holder, or from rental of property 
to such a stockholder. 

(4) There have also been some changes 
with respect to stock ownership, 
dealing principally with cases in- 
volving constructive ownership, 
options, contracts, and  convert- 
ible securities, as well as_ stock 
owned by partnerships and part- 
ners. In the latter case a partner 
is deemed to own, for the pur- 
poses of the 50 per cent. computa- 
tion, stock owned by any partner. 
Where any of these methods have 
been invoked in order to avoid 
the application of the personal 
holding company provisions, the 
case should be reconsidered in the 
light of these changes, which 
would take too long to discuss in 
detail. 


Foreign Personal Holding Companies 

The sections relating to foreign 
personal holding companies are all 
new. (Sec. 351 et seq. of 1936 Act, 
as amended by 1937 Act.) They 
contain provisions for the purpose 
of determining whether or not a cor- 
poration is a foreign personal hold- 
ing company and are substantially 
the same as those relating to domes- 
tic holding companies, the principal 
exception being that the percentages 
of income which must be derived 
from personal holding company in- 
come sources are 60 per cent. and 
50 per cent. respectively, in lieu of 
the 80 per cent., and 70 per cent. 
required for domestic companies. 
These new sections have the general 
effect of requiring one or a limited 
group of citizens of the United 
States, owning the stock of a foreign 
personal holding company, to in- 
clude in their respective income tax 
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returns, the undistributed net income 
of the foreign corporation to the ex- 
tent that they would have been en- 
titled to receive the same, had it been 
distributed at the end of the foreign 
personal holding company’s year. It 
should be noted that while the own- 
ership, directly or indirectly, of 50 
per cent. of the stock by not more 
than five individuals may make a 
foreign corporation a personal hold- 
ing company, nevertheless, if it is so 
classified, all the shareholders must 
include in their tax returns their dis- 
tributive shares as that requirement 
is not limited to the five or less per- 
sons who own 50 per cent. of the 
stock. 

There is, however, one matter that 
will interest you, even though you 
may never have had anything to do 
with a foreign personal holding 
company. The new law contains the 
requirement that any attorney, ac- 
countant, bank, or other. person 
(note the words ‘other person’) 
who advised, aided, or counseled in 
connection with the organization, 
reorganization, or formation of any 
foreign corporation since December 
31, 1933, must have filed a report -by 
November 24, 1937, under regula- 
tions to be prescribed by the Com- 
missioner. The commissioner has 
issued these regulations and has pro- 
vided a form, No. 959, upon which 
to report this aid, advice, counsel, 
and the like. These reports are not 
limited to transactions involving 
personal hélding companies but 
cover any and all foreign corpora- 
tions. Some controllers were sur- 
prised to learn that because they, as 
officers of a domestic corporation, 
had something to do with the forma- 
tion, organization, or reorganization 
of a foreign corporation (perhaps a 
subsidiary, perhaps a customer’s cor- 
poration, or perhaps an associate 
company), they are required to file 
these reports. The Bureau of Inter- 
nal Revenue holds that “any person” 
means an officer or employee of a 
corporation even though it relates to 
the corporation’s own business, and 
reports are required for the desig- 
nated acts relating to any type of 
foreign corporation, not merely per- 
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sonal holding companies. With re- 
spect to these matters discussed be- 
tween January 1, 1934, and August 
26, 1937, you need file a report only 
if the foreign corporation was 
formed, organized, or reorganized, 
but with respect to any aid, counsel, 
or advice subsequent to August 26, 
1937, it is necessary to file a report, 
not only on November 24, 1937, but 
also every thirty days after further 
advice is given, regardless of whether 
or not the corporation was formed, 
organized, or reorganized. (984 T. D. 
4773.) 

There is no provision in the Act 
for granting extensions of time for 
filing these reports, but it is under- 
stood that the Bureau of Internal 
Revenue will accept them without 
penalty if proper explanations for 
the delay are given at the time the 
returns are filed. 


Foreign Taxes 

Foreign countries are proving 
themselves no less adept than the 
United States at gathering in the tax 
money, so a number of American 
corporations are now confronted 
with problems involving foreign 
taxes. 

Mexico has become quite active in 
recent years and has been collecting 
a tax that has been generally de- 
scribed as a tax on the exportation 
of capital. Our own Treasury De- 
partment has ruled that this is not 
an income tax and hence may not be 
claimed as a credit agaist the United 
States income tax, although, of 
course, it may be deducted as an or- 
dinary tax. (427 I. T. 3040.) 

Our Treasury has likewise ruled 
that the revenue act provides no 
statutory period of limitation for the 
assessment of additional income taxes 
which may be due as a result of a 
refund or adjustment of foreign in- 
come taxes previously allowed as a 
credit. Hence it claims the right to 
assess income taxes on that basis at 
any time. (842 G. C. M. 18801.) 

There is nothing new as yet to 
report on the subject of credit for 
British income taxes. The several 


conflicting lower court cases, involv- 
ing the issue of whether or not, for 





the purpose of our income tax law 
the British tax on dividends from 
British corporations is paid by the 
corporation or its shareholder, are 
still pending before our Supreme 
Court. (1067 Biddle v. Commis- 
sioner, 86 F. (2d) 718) ; (1300 United 
Shoe Mchy Corp. v. White, 89 F. (2d) 
363) ; (1502 Motion to amend judg- 
ment denied (Cert. filed) ) (1528 Hel- 
vering v. Elkins, 91 F. (2d) 534.) 
In one case, however, involving a sub- 
sidiary foreign company, the court 
held that in determining the ratio of 
the dividends paid by the foreign com- 
pany to its available accumulated earn- 
ings, there should be deducted from 
the available net income the foreign 
income taxes paid thereon by the for- 
eign subsidiary. This serves to increase 
the percentage which the dividend rep- 
resents, which percentage of the for- 
eign income tax is deemed to have 
been paid by the United States parent 
corporation. (1511 F. W. Woolworth 
Co. v. U.S., C.C.A. Md. July 19, 
1937.) 

Of importance, not only in con- 
nection with the matter of foreign 
taxes but also any other question in- 
volving the so-called right of elec- 
tion on the part of the taxpayer, is 
the recent ruling of the Federal Dis- 
trict Court (New Hampshire) to the 
effect that a taxpayer can not be held 
to have made a binding election not 
to claim foreign taxes as a credit 
against the tax because when filing 
his United States return he made no 
claim for credit, not knowing then 
that he had any foreign tax liability. 
The Government’s contention that, 
because no tax was claimed as a 
credit, the taxpayer was later barred 
from claiming the credit when he 
learned of his foreign tax liability, 
was denied. There are several items 
involved in the preparation of a tax 
return in which the taxpayer must 
elect one treatment or another. Thus 
it would appear on the basis of this 
decision that no binding election can 
be made until such time as definite 
action, with a knowledge of the facts, 
is taken. (1339 Connor v. U. S., 19 
F. Supp. 97 (No appeal by Govern- 
ment) ). In other words, it must be 
possible to really make an election. 








Installment Sales 

In another ‘binding election” case, 
the Court of Claims reversed the 
government’s usual procedure with 
respect to installment sales matters 
and held that a taxpayer’s failure to 
report a casual transaction on the 
installment sales basis did not con- 
stitute a binding and irrevocable elec- 
tion not to use the installment sales 
method, and hence permitted the 
taxpayer at a later date to reflect in 
income of the year of sale only the 
profit applicable to the installments 
collected. Under the court’s theory 
that the use of the installment sales 
method with respect to the taxation 
of a casual sale, which otherwise 
meets the installment sales require- 
ments, is not binding, a number of 
taxpayers may find that they can re- 
duce their liability by changing from 
the completed sale method to the in- 
stallment sale method or vice versa, 
now that the situation may be re- 
viewed in the light of subsequent 
developments. (1343 Kaplan v. 
U.S., 18 F. Supp. 965 (New trial 
overruled) .) 


UNDISTRIBUTED INCOME TAX 

Whether a discussion of this phase 
of the tax law will be wasted de- 
pends upon what Congress will do 
in enacting new tax legislation, but 
the chances of a continuance of this 
tax in some form or another are 
good enough to justify spending a 
little time on the subject. 

On the general question of the 
taxability of stock dividends and, in 
turn, their deductibility for the pur- 
pose of this tax, we are no further 
along than we were a year ago. We 
know that a dividend paid in com- 
mon stock on common stock is non- 
taxable and that a dividend paid in 
common stock on preferred stock is 
taxable. In between these two ex- 
tremes, however, is a wide twilight 
zone in which the treatment of other 
types of stock dividends remains un- 
certain. Reference was made earlier 
to the Supreme Court decision in 
the Palmer case, involving the rights 
issued by American Superpower Cor- 
poration to buy stock of United Cor- 
poration, but as this decision is pred- 
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icated so largely on the particular 
findings or lack of findings by the 
United States Board of Tax Appeals, 
we cannot take it as laying down any 
broad principles to be applied to all 
cases. 

We have had a number of Bureau 
rulings dealing with different types 
of contractual limitations on the dis- 
position of earnings which may be 
mentioned briefly. They are: 


1. The provision of a bond indenture 
requiring that an amount equal to a 
stated percentage of the net earnings 
available for dividends for the pre- 
ceding calendar year be paid into a 
sinking fund does not satisfy the re- 
quirements of the statute for the 
reason that the indenture does not 
expressly deal with the disposition 
of the current year’s earnings. (377 
I. T. 3027.) 

. Limitations on the payments of cash 
dividends are not sufficient to pro- 
vide a credit as long as other types 
of dividends are not limited. (378 
I. T. 3028.) 

. Contracts prohibiting dividend pay- 
ments as long as an indebtedness re- 
mains unpaid provide a satisfactory 
basis for credit against undistributed 
income as long as the debtor is un- 
able to pay its debt but no credit is 
allowable for the year in which the 
restrictions are lifted (even though 
those restrictions may be lifted only 
the day before the year ends) or 
when the restrictions should have 
been lifted because the debtor could 
have paid the debt, even though the 
debt was not in fact paid. (963 
I. T. 3130) (973 I. T. 3133.) 

4. Provisions of a bond _ indenture 
pledging income as security for the 
debt but not referring expressly to 
the non-payment of dividends is not 
sufficient to provide a credit. (379 
I. T. 3029.) 

5. Contracts with the R.F.C. or Fed- 
eral Reserve Banks prohibiting the 
payment of dividends without their 
approval do not constitute a limi- 
tation under which credit may be 
allowed unless the consent of the par- 
ticular governmental body is re- 
quested and refused. (404 Special 
Ruling dated December 23, 1936.) 

6. The provisions of an R.F.C. contract, 
which was executed in March, 1936, 
prior to the basic date but which 
stated that the contract was not to 
be effective until the first moneys 
were advanced under the contract, 
were held not to provide a basis for 
credit when the first advance was in 
fact made in July, 1936, or after 

the basic date. (487 I. T. 3051.) 
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In one ruling, however, the Bu- 
reau seems to have favored the tax- 
payer, although it is possible that it 
was led to do so because of the fear 
that a contrary ruling might lead 
eventually to a declaration of uncon- 
stitutionality. In I. T. 3067 the Bu- 
reau ruled that the taxpayer, having 
a closing deficit, was entitled to a 
credit for distribution of all current 
year income in the year in which it 
completely liquidated, even though, 
under what might be regarded as a 
strict interpretation of the language 
of the Act, no portion of the distri- 
bution in liquidation could be de- 
ducted as none was chargeable 
against accumulated earned surplus. 

Another ruling which is rather 
disturbing and which may affect 
many corporations, without their 
knowing it, deals with the case of a 
stockholder reporting on the accrual 
basis. In it the bureau stated that 
the stockholder must accrue and re- 
port in his income tax return a divi- 
dend declared, the ex-dividend date 
having passed before the close of the 
year, although it was not payable 
until the next year, but, nevertheless, 
the paying corporation could get no 
credit in that year because it had not 
been paid. This raises the impor- 
tant question of whether or not the 
paying corporation will get the credit 
the following year when the divi- 
dend is paid, because Section 27(c) 
denies credit for any dividend not 
includable in the recipient's income 
for the tax year during which paid. 
This latter point was not covered by 
the ruling in question. It provides 
a good illustration of how one must 
analyze rulings in order to develop 
the possible effect of the stated 
theory on other matters not covered 
specifically by the ruling. If you 
have any situation in which similar 
facts are present, you should obtain 
a specific ruling from the Bureau of 
Internal Revenue before relying on 
your right to obtain a credit, so that 
if the Bureau should contemplate 
denying you any credit you will 
know about it in time to take such 
other action as may help to minimize 
taxation. (599 Special Ruling dated 
April 12, 1937.) 
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Mid-West Conference 


of Controllers 

Definite arrangements are being 
made for a Midwest Conference of 
Controllers to be held in Chicago in 
the spring. The Board of Directors of 
the Chicago Control agreed at a meet- 
ing held October 25 to sponsor such a 
meeting. 

The details of the Conference are to 
be handled by a committee composed 
of representatives of eight Controls: 
Chicago, Cincinnati, Cleveland, De- 
troit, Milwaukee, Pittsburgh, St. Louis 
and Twin Cities, with a central com- 
mittee in Chicago. The committee will 
be appointed by President Roy S. 
Holden of the Chicago Control in co- 
operation with the presidents of the 
seven other Controls. 

First steps toward organizing the 
committee will be taken late in Decem- 
ber and it is expected that definite an- 
nouncement of the dates and place for 
the Conference can be made shortly 
thereafter. 

The Conference will be open to con- 
trollers who are not members of The 
Institute. The major portion of the 
program will be made up of papers 
and addresses by members of The In- 
stitute, with one or two non-member 
speakers. A feature will be a formal 
dinner. 

The Midwest Conference of Con- 
trollers will be arranged along lines 
somewhat similar to the Spring Con- 
ference of Controllers held each year 
in New York. The Midwest Confer- 
ence will be designed particularly for 
controllers of companies located in 
Western Pennsylvania, Ohio, Indiana, 
West Virginia, Illinois, Missouri, Kan- 
sas, Wisconsin, Minnesota and Michi- ’ 
gan, and other nearby states. Prelim- 
inary announcements of the arrange- 
ments for the conference will go into 
the mail as soon after the first of the 
year as is practicable. 

Selection of topics to be covered 
and of those who will be invited to 
prepare papers and deliver addresses 
will be made carefully. The program 
will be timed to meet problems current 
at the time of the meeting so that the 
greatest value may be derived from 
the discussions. 











Transition from Artificial to Natural 


Recovery Not Easy Matter 


Rebuilding of Confidence on Part of Business Likely To Be Long Process If 
Additional Measures Looking To “Managed Recovery” and Reforms of Various 
Kinds Are Enacted—Sound Foundation Needed—Paper By RussELL WEISMAN. 


BRIEF and concise picture of the 
A economic and political factors 
which have brought about the present 
state of business was given to members 
of the Cleveland Control, of The Con- 
trollers Institute of America, by MR. 
RUSSELL WEISMAN, at a meeting held 
November 9. Mr. WEISMAN is an 
economist and writer, whose views are 
given regularly in the columns of the 
Cleveland “Plain Dealer.” 

Mr. Weisman gives voice to thoughts 
that are in the minds of many business 
executives. His analysis is particularly 
interesting of the factors that have 
made themselves felt during the past 
five years, and of the remedies that 
might be applied to bring about a 
sound recovery. 

—THE EDITor. 


If time permitted I should like to 
review this evening the business and 
financial history of the last four years 
to refresh your memories as to the 
many places our recovery effort has 
taken us in our search for rainbow’s 
end. But most of that is water over 
the wheels, even if the water bill is 
still unpaid. 

It seems preferable therefore that 
we confine our observations today to 
the events of recent months and to 
endeavor to appraise the situation in 
which the business and financial com- 
munity finds itself today. 

As early as last March a few pretty 
definite indications appeared that the 
recovery of the preceding years was 
culminating in a boom. While the 
volume of industrial activity remained 
high and advanced moderately until 
May, and in some lines even until 
August, the financial markets repeat- 
edly flew storm signals, signals which 
were widely disregarded because the 
news of business and of profits was 





by and large the best of the entire re- 
covery period, that is, the best since 
1930 if not since 1929. 

The decline in sensitive commodity 
prices in early summer and the sharp 
curtailment of production in such lines 
as textiles went practically unnoticed. 
Everyone, almost, talked of and planned 
for the autumn upturn that was sched- 
uled for the day following Labor Day. 


TWELVE WEEKS OF DECLINING 
ACTIVITY 

But instead of an upturn we have 
had now twelve weeks of declining 
industrial activity with recessions in 
leading financial markets almost if not 
quite as severe as those of 1929. And 
instead of concerning themselves with 
policies of boom control the Washing- 
ton managers of our economic des- 
tinies are wondering what medicine to 
give the patient next in order to bring 
him out of his lethargy. 

In order to understand why the busi- 
ness picture has thus changed so mark- 
edly toward the blue in such a short 
time, it is necessary first to understand 
what gave it its rosy hue early this 
year. First of all the election of a year 
ago which gave the president such a 
sweeping plurality seemed to remove 
political uncertainty from the situation 
for many months to come. From the 
day the Supreme Court had invalidated 
the NRA business had moved forward 
on a wide front, profits had increased, 
unemployment while still high had 
somewhat diminished, and the hope 
was accordingly entertained that with 
the same general governmental pol- 
icies in effect the recovery would 
carry on to new heights. 

This psychology was quickly reflected 
in the financial markets, particularly in 
a rapid rise in commodities, which rise 
in turn was followed by heavy buying 





both for use and for speculation with 
many believing that the long-awaited, 
long-feared and hoped-for inflation 
was finally at hand. It is of the es- 
sence of inflation that it involves pro- 
duction in excess of consumption and 
the piling up of inventories in order to 
realize profit from the rise in prices 
and in costs which is believed to be 
ahead. 

With industry thus anxious to ex- 
pand its operations, conditions became 
peculiarly favorable for union leaders 
who had been biding their time, await- 
ing just such a turn of events in order 
to present most effectively their de- 
mands for full recognition, for changes 
in conditions of employment, and in 
many cases for wage increases as well. 


MARGIN OF PROFIT REDUCED 

Presently as a result of this combi- 
nation of factors we found ourselves 
entering the early stages of a vicious 
circle of rising wages, rising costs, and 
increasing costs of living, the net effect 
of which was to reduce sharply the 
margin of profit on the one hand, and 
on the other to raise prices to a point 
where the income of the nation was no 
longer able to take the product of our 
industry at even higher prices, particu- 
larly since food, shelter and clothing 
were absorbing an increasing portion 
of the wages and salaries of many of 
us. 

To make this part of the story of the 
boomlet of the early months of this 
year complete it is necessary to add 
just a word bearing on the foreign situ- 
ation and to remind you that the de- 
mand for a wide range of American 
commodities, particularly in the agri- 
cultural products and mineral groups, 
was considerably increased as a result 
of war fears abroad and the piling up 
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by some of the governments of the 
world of large supplies of products of 
military employment. It would hardly 
be safe to say that the war threat has 
passed, but it is a fact that the demand 
for war materials has receded and with 
it an important change both in the 
price and the volume of production of 
certain war materials. 

The part played by public spending 
on the recovery which seems now to 
have run its course is difficult to ascer- 
tain. Some of my associates think it 
was fundamental; others, among them 
Col. Ayres, for whose judgment in 
these matters I have the highest regard, 
minimizes its importance. 

But on this point there is no dis- 
agreement. The rapid expansion of 
bank deposits of the recovery period 
was clearly a product of government 
spending, deficit financing and our 
currency devaluation. Of the rise in de- 
posits in the period under review $10,- 
000,000,000 can be attributed directly 
to the credit demands of the govern- 
ment. 


CREDIT ACCELERATED ACTIVITY 

That the credit (buying power) thus 
created contributed heavily to the ac- 
celeration of activity in the lines which 
paced the recovery—motor cars, elec- 
trical equipment and agricultural im- 
plements—I have no doubt. Govern- 
ment spending primed the pump, par- 
ticularly the spending that was co-ordi- 
nate with the natural processes of re- 
covery, and may very well have repre- 
sented the difference between four and 
five million units in the motor car in- 
dustry; between the steel mill opera- 
tions at near capacity for many months 
and at 80 per cent., which differences 
easily might represent the margin be- 
tween good business and a boom, if 
not between good business and bad. 

The situation created by government 
expenditures as I see it is a good deal 
like the contribution of export markets 
to the profitableness of industrial oper- 
ations as a whole. Some who have 
wished to minimize the importance of 
exports have said they constitute after 
all but 10 per cent. of our total produc- 
tion and their importance is therefore 
tremendously over emphasized; but 
many a manufacturer will tell you it is 


this last 10 per cent. that counts most 
heavily in profits, particularly in an 
economy geared up to mass produc- 
tion with rapidly diminishing unit 
costs. 

The trouble with this pump-priming 
effort was that the prime has failed to 
hold. The fact that the government 
has been extending the scope of its 
activities in so many directions, in- 
fringing on private enterprise, and 
subjecting it to heavy taxation, hem- 
ming it in by regulations of a score 
of kinds, has so far reduced the pros- 
pect of. profitable business operation 
that much of the incentive upon which 
successful enterprise depends in last 
analysis, has been lost. 


NEw EcoNoMICc CYCLE BEGINS 

Add to these considerations the fact 
that government borrowing has been 
tapering off, that the banks have been 
getting out of their governments, and 
that rigidities have come into the eco- 
nomic situation increasing enormously 
the difficulty of restoring an easy bal- 
ance in our economic life through the 
reduction in costs, and you have, it 
seems to me, the answer to why busi- 
ness is clearly on the downtrend and a 
new economic cycle has begun. 

What we are faced with now is the 
fact of which I think there can no 
longer be any doubt, that the managed 
recovery of the last four years has col- 
lapsed, pretty much of its own weight; 
that our recent artificial prosperity is 
in process of liquidation; that money 
manipulation, credit control, the crea- 
tion of buying power through high 
prices and high wages stand discred- 
ited, and that the theory of spending 
our way to prosperity will have to be 
abandoned in favor of the hated ortho- 
doxy that the prosperity of nations, as 
of individuals, is dependent upon 
thrift, industry and enterprise, the for- 
gotton triplets of a dizzy era. 

I am sorry to have to record the 
judgment here that the transition from 
an artificial to a natural recovery will 
be neither easy nor rapid. While we 
may agree here that it is necessary to 
lay a new foundation for the future, 
that necessity will, I fear, be recognized 
only after the Congress which is about 
to meet has enacted a new series of 
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measures designed to short-cut us again 
to a quick business improvement, how- 
ever unsound its foundation. 

If the history of the first two years 
of the Roosevelt administration is read 
aright, it reveals beyond a reasonable 
doubt that industrial activity does not 
accelerate sharply in a period of un- 
certainty and economic experimenta- 
tion; it was no coincidence that the late 
recovery’s acceleration dates almost to 
the day from the decision of the Su- 
preme Court in the NRA case, a deci- 
sion which restored to private enter- 
prise a measure at least of freedom and 
flexibility, and outlawed, if only for a 
short time, a policy of industrial regi- 
mentation which slowly but surely was 
sucking away the life blood of Ameri- 
can industry. 


More REGIMENTATION POSSIBLE 


Now with an industrial recession of 
considerable proportion again upon us, 
more rather than less regimentation is 
possible, even probable. Congress is 
being called in special session to enact 
a wage-hour bill, the purpose of which 
is further to reduce hours and to raise 
wages, particularly in the lower brack- 
ets and thus to increase industrial cost 
further and to aggravate one of the 
major influences behind the current 
recession. 

The same Congress will have as an 
early order of business farm legislation 
involving in all probability a return to 
crop restriction and to the subsidy- 
benefit system, the necessary revenues 
to be raised by a processing tax, the 
effect of all of which will be to in- 
crease farm produce and food prices 
further, to diminish still further the 
proportion of our incomes available 
for goods other than necessaries, and 
to affect adversely the semi-luxury in- 
dustries, the rapid expansion of which 
was so largely responsible for the re- 
covery of the last two years. 

But Congress may not stop here. It 
may proceed to measures of further 
monetary manipulation and credit fina- 
gling. Already rumors are heard of 
further devaluation of the dollar and 
a rise in the price of gold. 

By lowering reserve requirements 
and releasing to the credit stream the 
billion of gold now in the sterilized 

(Please turn to page 366) 
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American Stockholders Receive More 
Information than British, Says One 
Commentator 


An accountant versed in English cus- 
toms and procedures with respect to the 
making of financial reports to stockhold- 
ers of English corporations, recently made 
the observation that the profit and loss 
statement, as made available to stock- 
holders and to the general public in the 
United States, is far more detailed and 
informative than the profit and loss state- 
ments which are laid before the stock- 
holders of English companies. 

This commentator said: “I find, by ref- 
erence to the latest revised edition of 
English corporation law, that both the bal- 
ance sheet and the profit and loss ac- 
count must be laid before the company. 
The difficulty is that although there is de- 
tailed definition of the form and content 
of the balance sheet, there are no specifica- 
tions as to the profit and loss statement. 
This results in the minimum of data being 
submitted, and the declaration by ac- 
countants and the press in that country 
(England) that the profit and loss account, 
as commonly prepared today, is of no 
value because it is abbreviated, couched 
in language difficult to understand, and 
does not satisfy the investors’ need for in- 
formation.” 

This commentator referred to the arti- 
cle which appeared in the October issue 
of “The Controller,” a reproduction of a 
paper presented to the Sixth Annual Meet- 
ing of The Controllers Institute of Amer- 
ica by Mr. Carman G. Blough, chief ac- 
countant for the Securities and Exchange 
Commission, on how statements may be 
made more illuminating to stockholders, 
and added: “If one were to contrast his 
comments with contemporary English 
practice one would realize how far ahead 
the United States is in amount, kind, and 
form of financial data furnished the stock- 
holders of corporations. Yet statements 
are far from perfect even here!” 


Bank Should Be Considered 


Customer, Says Director 


Mr. David Saperstein, director of the 
Trading and Exchanges Division of the 
Securities and Exchange Commission, re- 
cently issued an opinion to the effect that 
a bank should be considered a customer 
rather than a broker or dealer for the 
purposes of the over-the-counter rules 
which became effective on October 1, 
1937. This expression of opinion was in 
response to an inquiry whether a bank 
may be considered a broker or a dealer 


rather than a customer. In announcing 
the expression of opinion the Securities 
and Exchange Commission emphasized 
the fact that it is not a ruling of the Com- 
mission. 


Mimeograph No. 4689 Deals with 
Information Return Form 1099 


Under date of November 11, 1937, the 
Bureau of Internal Revenue issued Mim. 
4689 relating to the recording of em- 
ployee earnings on form No. 1099. The 
mimeograph is reproduced elsewhere in 
this issue of ‘The Controller.”” Many con- 
trollers have been studying the situation 
described in the mimeograph in the hope 
that they would be able to place the in- 
come tax report on a parity with the so- 
cial security records for a calendar period. 
These controllers had found previously 
that is was against the rules, but that situ- 
ation is cured in a large measure by is- 
suance of Mim. No. 4689. There will 
probably be some additional details on 
the tax information blanks for the current 
year but hope is expressed that there- 
after they may be simplified so that the 
same figures may be reported for income 
tax and social security purposes where 
earnings are more than $1,000 a year, thus 
obviating the necessity of gathering two 
sets of figures. 


Rule as to Exemption from Registration 
Amended by Commission 


The Securities and Exchange Commis- 
sion announced recently that it had adopted 
amendments to three of its rules relating 
to the exemption of security issues of 
$100,000 or less from the registration re- 
quirements of the Securities Act of 1933. 
The rules amended are Rules 200, 201 and 
202 of the General Rules and Regula- 
tions under the Securities Act, which pro- 
vide conditional exemptions for issues of 
stock where the aggregate offering price 
does not exceed the amount stated in the 
rule. The effect of the amendments is to 
make clear that where these exemptions 
are used for issues of assessable stock, the 
aggregate offering price for the purpose 
of the rules includes not merely the initial 
offering price but also the total amount of 
all assessments which may legally be levied 
on the stock at any time in the future. No 
exemption under these rules is therefore 
available for issues of assessable stock un- 
less the total amount of assessments which 
may be levied thereon is limited so as to 
come within the rules. The Commission 
stated that the amendments did not involve 


any change in policy, but were intended 
merely to clarify the scope of the exemp- 
tions provided by the rules. 


Public Relief Bill Lower for First 
Nine Months of Current Year 


Total obligations incurred for public 
relief in the United States were substan- 
tially lower during the first nine months 
of 1937 than during the corresponding 
period of 1936, according to figures made 
public November 26 by the Social Se- 
curity Board. From a total of approxi- 
mately $1,837,907,000 for the first nine 
months of 1936, the aggregate of payments 
to needy individuals from all public 
sources declined to $1,685,491,000 during 
the first nine months of 1937, it was 
stated. 


Securities Commission Amends 
Two Instructions as to Signatures 


The Securities and Exchange Commis- 
sion has amended instructions 7 and 13 of 
Form 5, and instructions 7 and 13 of 
Form 6 to read respectively as follows: 

7. Signature.—If the person reporting 
be a corporation, partnership, business 
trust, and the like, the full name of such 
person should appear over the signature 
of an officer or other person authorized 
to sign. If the person reporting be an 
individual, the report should be signed 
by him, or specifically on his behalf by a 
person authorized to sign for him. 

13. Beneficial ownership.—The report- 
ing requirements relate only to beneficial 
ownership, direct and indirect, and changes 
in beneficial ownership. Record owner- 
ship does not, of itself, constitute bene- 
ficial ownership. A person filing a report 
may expressly declare therein that such 
filing shall not be construed as an admis- 
sion that he is, for the purposes of Sec- 
tion 16, the beneficial owner of any equity 
security covered by the report. 

These amendments, as set forth in the 
printed copies of Forms 5 and 6 marked 
“Revision of October 30, 1937,” are ef- 
fective immediately. 


Joslyn Company’s Profits Sharing Plan 
Commended by Authority 


The profits sharing and social security 
plan of the Joslyn Manufacturing and 
Supply Company of Chicago, which was 
described in the July, 1937, issue of ‘The 
Controller,” has been designated by Pro- 
fessor C. C. Balderston of the University 
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of Pennsylvania as the plan most .in line 
with the conclusions of a national survey 
covering 165 profit sharing systems, which 
was sponsored by John D. Rockefeller, Jr. 


Simplification of Benefit Structure of 
Unemployment Compensation Sought 


Simplification of the benefit structure 
of the unemployment compensation laws 
and regulations, particularly in New York 
State, is the objective which is being 
sought by many controllers and other 
business men, by recommendations made 
individually and in groups. The com- 
plicated formulas now prevailing put a 
heavy burden of a clerical character on 
business men. 


New Combined Tax and Information Return 
Announced by Helvering 

Commissioner of Internal Revenue Guy 
T. Helvering issued TD-4778 on Novem- 
ber 23, 1937. It provides for combining 
tax and information returns and describes 
the details of the quarterly tax returns 
under Title VIII of the Social Security 
Act for the first quarter of the calendar 
year 1938 and for subsequent quarters. 

This Treasury decision designates the 
new tax and information return form as 
SS-1a. The original copy of SS-1a is to 
be filed with the collector. 

An amendment of Article 408 of Regu- 
lations 91 is announced to the effect that 
in case the prescribed tax return form is 
not available a statement made by the 
employer disclosing for the period for 
which a return is required the amount of 
wages with respect to which the taxes are 
imposed, together with the amount of 
taxes due, may be accepted as a tentative 
return. 

The combination of a tax and in- 
formation return has been hailed by many 
controllers as a step forward and there 
has been considerable speculation as to 
just what information will be required 
and its arrangement on this new form; 
also whether it will supplant forms SS-1, 
SS-2 and SS-2a. 

The latest Treasury Decision 4778 re- 
quires that Forms SS-2 and SS-2a must 
be filed for the period July 1, 1937, to 
December 31, 1937, and that Form SS-1 
must be filed for each calendar month of 
the calendar year 1937. 


Delays in Refunding Processing 
Tax Irks Controllers 
Various companies which have claims 
for refunds of processing taxes are chaf- 
ing under the delay of the Treasury De- 
partment in making payments for refunds 








DATES AND LOCATION 

FOR SEVENTH ANNUAL 

MEETING OF INSTITUTE 
ANNOUNCED 


Decision as to the dates and place 
for the Seventh Annual Meeting of 
The Controllers Institute of America 
was made by the National Board of 
Directors at a meeting held Novem- 
ber 26. The Seventh Annual Meet- 
ing will be held in New York City, 
with the Waldorf-Astoria Hotel as 
headquarters. The dates will be Oc- 
tober 2-4, 1938. 

This early decision as to the place 
and dates for the Seventh Annual 
Meeting is expected to enable mem- 
bers of The Institute to make ar- 
rangements well in advance of those 
dates to attend and to participate in 
the various sessions. 











after cases have been thoroughly in- 
vestigated and great quantities of infor- 
mation have been supplied at the request 
of the Treasury Department. 

A member of The Controllers Institute 
of America recently made inquiry of The 
Institute as to the experiences of other 
companies with respect to refunds of the 
processing tax. In his particular case 
the amount involved is about $100,000, 
the claim for which was filed on Septem- 
ber 16, 1936. All through last spring 
and last summer various investigations 
were made by the Treasury Department, 
and batches of questions propounded, all 
of which were answered promptly. Rep- 
resentatives of the company visited Wash- 
ington late in August and received as- 
surance that every point had been cleared 
up and that the refund would be paid 
within a reasonably short time. Later, 
another questionnaire was submitted to 
the company and an affidavit was de- 
manded which was furnished promptly. 
On November 15 the Treasury Depart- 
ment informed representatives of the 
company that they would be paid before 
December 15. On November 29 fur- 
ther questions were asked and other evi- 
dence demanded, which was supplied. A 
telephone call to the Washington officials 
brought the information from the Treas- 
ury Department that everything was sat- 
isfactory and that payment would be 
made promptly, but the check has not 
been received. 

Inquiry was made by The Institute of 


men in charge of the tax departments of 
several of the large public accounting 
firms as to the experiences which they 
had encountered in attempting to re- 
cover processing taxes. One firm re- 
ported that no refund had been made 
in any case in which it was interested. 

It is a fact that some refunds have been 
paid, including small claims as well as 
large ones. 


Company Financial Executives in Two-Day 
Conference 


Company financial executives who are 
members of the Division of Finance and 
Accounts of the American .Management 
Association found many subjects to claim 
their attention in their two-day confer- 
ence December 14 and 15 at Hotel Penn- 
sylvania, New York. Among them were: 
Recovery financing, corporate taxation, 
money and credit, depreciation and ob- 
solescence, and the installment credit 
problem. Mr. Harold H. Neff, director 
of the Forms and Regulations Division 
of the Securities and Exchange Com- 
mission, spoke on “Some Problems of 
Present Corporate Financing.” Several 
authorities in various fields who have ad- 
dressed meetings of The Controllers In- 
stitute of America in the past two years, 
were on the program. 


Statement of Net Worth 
Asked by Treasury 


Business men generally have noted with 
interest the demand made recently by the 
Treasury Department of all tax payers 
in the upper’ brackets for annual state- 
ments about personal property from 
which no income is derived, such as 
residences, automobiles, yachts, jewelry, 
and presumably works of art. Instruc- 
tions were sent by Commissioner Guy T. 
Helvering which stated that the addi- 
tional information was to be supplied for 
1936 and subsequent years by individual 
tax payers having a net income of 
$100,000. 

The comment made by many authori- 
ties in the tax field is that the nature of 
the information requested is without 
precedent except for one year during the 
World War when the excess profits levy 
was in effect. Other comments question 
the legality of the request. The new 
form which the tax payers in the class 
indicated are requested to fill out is 
described as a “statement of net worth” 
on which the tax payer is required to 
list all of his assets item by item whether 
they are income producing or not. 











THE LAW OF BUSINESS, by James L. 
Dohr, C.P.A., attorney at law, associate 
professor of accounting, School of Business, 
Columbia University. The Ronald Press, 
New York, N. Y. 660 pages. $4. 

This is the first of two volumes written 
by the author for the purpose of develop- 
ing (1) that broad acquaintance with law 
in general which the controller or other 
accountant should have as a leading citi- 
zen, (2) that general understanding of 
business law which he needs as a business 
administrator and adviser, and (3) that de- 
tailed knowledge of the law involved in 
accounting principles, procedure, and prac- 
tice which he must have to function eff- 
ciently in his own specific job. The first 
objective is covered by Parts I and II, and 
the second by Part III of this book. The 
third objective is to be covered in another 
volume not yet received for review. 

Part I (42 pages) traces the develop- 
ment of the civil and common law and the 
modification of the latter by the canon and 
merchant law, legislative enactment, and 
decisions in equity. It tells how to look up 
the law in the constitutions, statutes, ordi- 
nances, and court decisions and how laws 
are usually classified for study as private 
and public, substantive and remedial. Pri- 
vate law governs the relationship of in- 
dividuals, e.g., torts, property, contracts, 
sales, bailments, negotiable instruments, 
partnerships, corporations, insurance, and 
the like. Public law governs the relation- 
ship with the state, e.g., constitutional law, 
administrative law, taxation, regulation of 
business, military law, international law, 
and criminal law. Substantive law pre- 
scribes conduct through prohibitions, man- 
dates, and licenses. Remedial law deals 
with the enforcement of law by courts 
through seizure of person and property, and 
covers legal practice and pleading, trials, 
evidence, injunctions, judgments, and ap- 
peals. 

Part II (192 pages) deals with basic law 
under six headings: 14 pages on organiza- 
tion of government, federal, state and local; 
34 pages on crimes and torts, especially mis- 
conduct in business by officers, directors, 
and agents such as larceny, fraud, misrepre- 
sentation, defamation, negligence, forgery, 
and false entries; 39 pages on the rights, 
powers, and duties of the various types of 
estates in property—deeds, mortgages, 
leases, and inheritance of real property and 
the acquisition and transfer of tangible and 
intangible personal property or chattels by 
purchase and sales, transfer and assignment, 
barter, bulk sale, bailment, gift, bequest and 
succession, also situs for taxation, etc.: 44 
pages on contracts; 32 pages on remedial 
law—courts and their jurisdiction, service 
of process and pleadings, trial and evidence, 
presumption, burden and methods of proof 
(including accounts as evidence), judg- 
ments and appeals, arbitration and the stat- 
utes of limitations; and 29 pages on the 
financing of government and various meth- 
ods of taxation. 

Part III (320 pages) deals with the 
conduct of business under five types of 
laws: 115 pages on the law of organization 
or association, under which the various 
forms of business enterprises are created 
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and governed, e.g., agency, joint ventures, 
partnerships, fiduciaries, trusts, and corpo- 
rations; 34 pages on the law of marketing, 
covering the sales contract (acceptance, de- 
livery, passage of title, and payment) ex- 
press and implied warranties, auction sales, 
statute of frauds, monopolies, price discrim- 
ination, and restraint of trade, patents, copy- 
rights, and trade marks, and the legal as- 
pects of accounting for merchandise and 
receivables; 13 pages on the law of em- 
ployment, working conditions and hours, 
wage payments, employer's liability and 
workmen’s compensation, unemployment 
and retirement plans, and collective bar- 
gaining; 102 pages on the law of finance, 
covering contracts of guaranty and surety- 
ship, negotiable instruments (notes and 
drafts), negotiable documents of title and 
other evidences of ownership (bills of lad- 
ing, warehhouse and trust receipts, share 
certificates, etc.), and liens, conditional 
sales, bonds and mortgages; 19 pages on 
insurance (life, fire, marine, and other) as 
a contract of indemnity; and 37 pages on 
the regulation by government of bankrupt- 
cies, banking, insurance, security issues and 
tradings, common carriers, and public utili- 
ties. 

An analytical outline of commercial law 
and excerpts from court decisions of most 
interest to accountants are given in 68 pages 
of appendices. A helpful index covers the 
last 37 pages. 

This is a well organized and compact 
book designed especially for the accounting 
profession. Any controller who is not per- 
fectly satisfied with his legal knowledge 
will find it a good book to read and to keep 
on his shelf. A better understanding of 
law will help him to work more intelli- 
gently with his legal advisers and to avoid 
litigation and legal troubles. 

Reviewed by E. STEWART FREEMAN, 
Dennison Manufacturing Co. . 


COST ACCOUNTING AND METHODS, 
Second Edition, by Charles Reitell, M.A., 
Ph.D., revised by C. E. Johnston, M.A., 
B.Litt., M.B.A. International Textbook 
Co., Scranton, Pennsylvania. 425 pages. 

This is primarily a textbook for stu- 
dents but it is also an expression of its 
well known author’s wide experience in the 
field of cost accounting. It is a revision of 
the First Edition of 1933, with many chap- 
ters rewritten and several new chapters 
added. The book is divided into five parts 
(1) Basic Cost Principles, (2) Control and 
Costing of Manufacturing Cost Elements, 
(3) Process and Job-Order Cost Systems, 
(4) Standard Costs and Budgets, and (5) 
Executive Use of Costs. 

Part I (68 pages) defines cost account- 
ing as a tool of management with two 
aspects (1) the bookkeeping side and (2) 
the control or service side. Increasing com- 
petition, rising costs, and the greater size, 
complexity, and speed of operations have 
coGperated to make cost accounting indis- 
pensable. Its purposes and uses are sum- 
marized as the substitution of perpetual in- 
ventories for dependence upon physical in- 
ventories, the determination of unit costs 
for both pricing and financial control, and 
the establishment of standards and budgets, 





i.e, the guidance of business activity 
through the measuring of manufacturing, 
marketing, and administrative performance. 
Four chapters on the service of cost ac- 
counting to the management of manufactur- 
ing and marketing are followed by three 
chapters on the elements of cost and the 
relation of costs to the voucher register and 
the general books. 

Part II (124 pages) presents a technical 
exposition of various methods of handling 
material and payroll records in the purchas- 
ing, stores, payroll, and manufacturing de- 
partments, of the control of inventories, of 
the costing of material and labor, of the ac- 
cumulation and control of overhead ex- 
pense, of cost summaries, and of the factory 
journal. Part III (64 pages) explains the 
process and job-order systems of compiling 
costs and the various methods of account- 
ing for by-product and joint-product costs. 

The most outstanding advance in cost 
accounting during the past twenty years, ac- 
cording to Part IV (121 pages), has been 
the development of standard costs, #.e., the 
predetermination of what costs should be 
and the analysis of the reasons for any vari- 
ation of the actual cost from such stand- 
ards. The actual cost of material is cred- 
ited to accounts payable, the predetermined 
standard cost is debited to the stores ac- 
count, and the difference is the material 
price variance. The quantity actually used 
is debited and the quantity which should 
have been used is credited to the manufac- 
turing operation and the difference is the 
variation from standard in waste or spoil- 
age. Time studies predetermine how much 
Jabor is standard and the amount by which 
the actual payroll differs is the labor vari- 
ance. Expenses and the extent to which 
they should vary with output are prede- 
termined for each organization unit. The 
overhead expense rate is also predetermined 
per unit of product or per standard hour 
on the basis of the expected volume of out- 
put. Differences between actual expense 
and the standard expense for the actual 
output represent manufacturing expense 
loss or gain. The remaining difference in 
expense will be due to the variation of the 
actual from the expected output. New 
standard costs are usually calculated only 
once a year but the cost accountant must be 
alert to see that sufficient allowance is made 
for changes in conditions which develop 
during the year. 

After going to great trouble to obtain 
accurate unit manufacturing costs, the com- 
mon practice has been to add a blanket 
percentage for marketing and administra- 
tive costs. Cost accountants are at last 
coming to realize that there is a great op- 
portunity for improvement in this respect. 
Two chapters have therefore been added 
to Part III on Budgets and Marketing 
Costs. A budget is a forecast or estimate 
of what is expected to take place during 
some definite future period. It may be 
termed ‘‘fixed’’ when only one estimate is 
prepared respecting a particular activity 
and ‘“‘flexible’’ when a series of estimates 
are prepared showing what is expected for 
various volumes of activity (usually by 
computing part or all of the budget as a 
standard cost per unit). One is more likely 
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Permit us to show you (in your own office, on your 
own job) why so many progressive businesses, large 
and small, are enthusiastic about “Comptometer” 
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i hie office, or write direct to Felt & Tarrant Mfg. Co., 
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Transition from Artificial 

(Continued from page 361) 
fund it would doubtless be possible to 
give the financial markets another fillip, 
to improve sentiment in the financial 
community a little, and with the aid 
of freer government spending to arouse 
new hopes that the trend of industry is 
again upward. But in the light of the 
events of the last four years one must 
be credulous indeed if he believes that 
any one of these so-called controls, or 
all of them combined, would afford a 
sound foundation upon which to build 
for the future. 

Since the foundation upon which we 
have endeavored to build for the last 
four or five years has been of shifting 
sands, where shall we look for the ele- 
ments upon which to build for the fu- 
ture ? 


ADMINISTRATION ’S ATTITUDE Most 
IMPORTANT FACTOR 

It is easy to say that the budget 
ought to be balanced; that the tax 
on corporate surpluses should be re- 
pealed and that on capital gains re- 
vised. It is fairly obvious that the 
economy of scarcity with its emphasis 
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on high prices must be abandoned 
and that policies designed to increase 
buying power by raising wages with- 
out regard to the value of the serv- 
ice rendered go into the discard. It 
is fairly apparent also that the rigidi- 
ties which in increasing measure in 
recent years have come into our busi- 
ness life should be removed in 
favor of greater flexibility. But all 
this would avail little without assur- 
ances that the administration is not 
hostile to successful private enter- 
prise. 

I do not assert that it is. I say 
merely that the impression prevails 
widely throughout the business and 
financial community that it is. 

Really about all that is needed to 
lay the kind of foundation which 
our next recovery cycle will need is 
a word of assurance, and more im- 
portant, possibly, second, a word of 
assurance that the first will be kept, 
that there will be a relaxation of re- 
strictions on business and on profits 
and that our industrial and financial 
leaders may accordingly proceed with 
the assurance that the government 





will at least hold further reforms in 
abeyance until the seed of a sound 
recovery has taken root. Of all the 
concrete things the government 
might do to record such an inten- 
tion, repeal of the tax on undistrib- 
uted corporate surpluses would be, in 
my opinion, most efficacious at this 
time. 


Reviews of Business Publications 
(Continued from page 364) 

to get results by telling an executive he is 
expected to save $1,000 than by merely 
asking him to economize all he can. It is 
as foolish to run any organization without 
having a predetermined goal in sight as it 
is for a hunter to shoot his rifle without 
aiming. The purpose of business is profit. 
Hence a complete profit and loss statement 
should be set up in advance to show what 
is expected and the organization should 
then be trained to hit the target. 

Part V (44 pages) consists of a chapter 
on each, (1) Cost Reports for Executives 
and (2) Trade Associations and Uniform 
Reports must be shaped differently to meet 
the specific needs of each type. Minor exec- 
utives should have day-by-day details for 
individual workmen and operations, where- 
as the general executives should have more 
carefully condensed and analyzed sum- 
maries of the longer-range trend. The lat- 
ter should also be able to compare the 
position and progress of their own com- 
pany with that of other companies in a 
similar line. Trade associations and uni- 
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: form cost accounting were originally ad- 
1 vocated with the idea that a knowledge of 
x costs would curtail price cutting by com- 
4 petitors but few experienced persons be- 
‘ lieve this today. Yet trade associations can 
still justify uniform cost accounting as a 
means of setting up industry standards for 
, : their members’ guidance. 

L Reviewed by E. STEWART FREEMAN, 
Dennison Manufacturing Co. 


INFORM WORKERS AS WELL 
AS OWNERS 


Mr. M. H. Karker, president of 





; the Jewel Tea Company, Inc., of Bar- 
rington, Illinois, is the author of an 
q article which appears in the Decem- 
ber issue of the Executives Service 
Bulletin of the Metropolitan Life In- 
surance Company, entitled, ‘‘Extend- 


ing an Annual Report.” Mr. Karker 
makes the point that while business, 
and in particular the Jewel Tea Com- 
pany, has done a pretty good job in 
keeping stockholders informed con- 
cerning activities and progress, his 





company in particular has been in- 
effective in informing its customers 
and its workers. 

Mr. Karker says that as early as 
1927, his company printed a com- 
mon sense balance sheet, but not until 
late in 1936 did it start actual prep- 
aration of a financial report that could 
be understood by all the people his 
business touches. 


GREETINGS TO MILK DEALERS’ 
CONTROLLERS’ COUNCIL 
President H. C. Perry of The Con- 

trollers Institute of America, extended 

the greetings of The Institute to the 

Controllers Council of the Interna- 

tional Association of Milk Dealers, in 

a letter addressed to Mr. Charles W. 

Tucker, chairman of the Council, 

which met recently in Dallas, Texas, 

saying: 
“On the occasion of this the Four- 
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teenth Annual Meeting of the Con- 
trollers’ Council, I am happy to con- 
vey to your membership the greetings 
of the Controllers Institute of America. 

“These sessions, conducted for the 
benefit of the International Associa- 
tion of Milk Dealers, are in the true 
spirit of service which mark the value 
of controllership. Confronted with 
the problems arising from rapid eco- 
nomic changes and governmental reg- 
ulation, this opportunity for an ex- 
change of experience represents the 
progressive means through which con- 
trollers may contribute toward the 
sound formulation of policies by man- 
agement. Each of your members has a 
responsibility and an opportunity. I 
wish to congratulate you upon the ar- 
rangement of the program, and am 
certain that from each of these tech- 
nical sessions you will find much to in- 
spire the satisfaction of accomplish- 
ment.” 


NATIONAL in Name INTERNATIONAL in Use 
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Institute’ 5 Planning Committee 
Invites Members’ Suggestions 


Reference was made at the Sixth An- 
nual Meeting of The Controllers In- 
stitute of America to creation of a 
Planning Committee by The Institute, 
which was accomplished early in 1937. 

President Henry C. Perry appointed 
these members of The Institute to serve 
on the Planning Committee for the 
current year, late in October: 


DANIEL J. HENNESSY, Queens Bor- 
ough Gas & Electric Company, Chair- 
man; HERBERT A. GIDNEY, Gulf Oil 
Corporation; THOMAS H. HUGHES, In- 
ternational Printing Ink Corporation; 
Leroy V. PorTER, New York Central 
System; O. GORDON PRITCHARD, Sim- 
mons Company; J. CALVIN SHUM- 
BERGER, Call-Chronicle Publishing 
Company; Pau J. UrquHarT, Alu- 
minum Company of America. 


Mr. Hennessy, describing what it is 
hoped the Planning Committee can ac- 
complish this year says: 

“The primary purpose which the 
Board of Directors had in mind in 
authorizing creation of a Planning 
Committee was to outline long-range 
objectives of The Controllers Institute 
of America, so that the activities of The 
Institute may be shaped to make steady 
progress toward the desired ends. The 
Planning Committee has been re- 
quested to make analytical studies and 
submit recommendations to the Na- 
tional Board of Directors. 

“The Institute’s resources soon may 
reach a point where funds may be used 
for additional research, study and other 
technical purposes for the handling 
of which The Institute was organized. 
It seems to be in order to give careful 
consideration to the question of what 
specific activities should be undertaken, 
and on what scale. It seems to be in 
order also to look a few years into the 
future and to agree upon objectives. 

‘This seems to be a matter of choos- 
ing the appropriate activities, partly of 
an economic character, which should 





first claim the attention of The Insti- 
tute. 

“The benefits to members, it is be- 
lieved, would be marked and substan- 
tial. First of all, their interest in The 
Institute will be increased as— 


(a) They are given the opportunity 
to help formulate a program, 
and 

(b) If they are informed definitely 
as to what the program is, they 
will then know what the ob- 
jectives of The Institute are 
and lend their efforts to bring 
them about. 


“To put it simply, The Institute has 
now reached the stage in its develop- 
ment where it must take stock of itself 
and plan wisely its course during the 
next few years, so that it may be most 
valuable to its members, to American 
business, and to our government. These 
are growing pains that we are experi- 
encing and it is essential that we grow 
in the right direction. 

“Preparation of a long-range pro- 
gram of activities and determination of 
fundamental policies involve judicious 
consideration of such matters as— 


(a) Relations with other technical 
and business organizations ; 

(b) Expansion of research work; 

(c) Education—for profession of 
controllership—cooperation 
with colleges and universities ; 

(d) Aiding business concerns in the 
selection of qualified control- 
lers; 

(e) Cooperation with governmental 
agencies in administrative pro- 
cedures affecting controller’s 
duties ; 

(f) Policies with respect to financial 
or regulatory legislation affect- 
ing controller’s duties ; 

(g) Policy with respect to contribu- 
tions in “Foundation” form for 
specific technical pursuits and 
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purposes in our field of respon- 
sibility ; 

(h) Housing of The Institute’s na- 
tional headquarters—New York 
City ; 

(i) Membership—selection and 
growth—geographically and by 
class of industry. 


“The work in which The Control- 
lers Institute of America is presently 
engaged falls into two classifications: 


(1) Current studies of immediate 
problems of the controller, and 

(2) Efforts to reach more compre- 
hensive ideals envisioned by 
our members for the advance- 
ment of controllership as a call- 
ing, the improvement of the 
technique of controllership and 
the solution through sustained 
technical research of the prob- 
lems besetting the controller 
and his company. 


“During recent years the current 
problems of controllers have developed 
so rapidly as a result of regulatory en- 
actments and the placing of additional 
heavy responsibilities on the shoulders 
of controllers, that the facilities and 
resources of The Institute have been 
taxed to meet the demands made on 
them in the solution of these current 
problems. With the expansion of the 
facilities of The Institute, it is now 
thought to be possible to add to The 
Institute’s program certain activities 
leading to the more distant objectives 
of the organization. 

“The first meeting of the Planning 
Committee, held in the offices of The 
Institute November 22, was attended 
by five members of the Committee and 
was devoted to a general discussion of 
Institute activities. A report was made 
to the National Board of Directors on 
November 26 to the effect that it will 
be some time before the Planning 
Committee will have a report to make 
to the Board, with recommendations 
concerning long-range objectives. 

“A cordial, in fact an urgent invita- 
tion is extended by the Committee to 


the members of The Institute to make 
suggestions as to what they believe the 


(Continued on page 369) 
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NEW MEMBERS ELECTED 


At a meeting of the Board of Directors 
of The Controllers Institute of America, 
held November 26, 1937, the applicants 
named below were elected to active mem- 
bership in The Institute: 


OGDEN ASHLEY 
B/G Foods, Inc., Chicago. 

HuBeErT L. BALME 
Oneida, Ltd., Oneida, New York. 

H. R. BARRETT 
United States Gypsum Company, Chicago. 

ERLE F. BENDER 
Robeson-Rochester Corporation, Roches- 
ter, New York. 

JouHN H. BLAck 
Bailey Meter Company, Cleveland. 

JoHN V. BOWSER 
The Westinghouse Air Brake Company, 
Wilmerding, Pennsylvania. 

KENNETH B. COATES 
Great Lakes Steel Corporation, Norse, 
Detroit. 

A. H. CUNNINGHAM 
Westinghouse Electric Elevator Company, 
Jersey City, New Jersey. 

WILLIAM DEYERBERG 
Walter Kidde & Company, Inc., Bloom- 
field, New Jersey. 

Howarp A. Dopp 
Decorated Metal Manufacturing Com- 
pany, Inc., Brooklyn. 

JuLes A. ENDWEISS 
Kennecott Copper 
York City. 

Frep A. GLOVER 
Rochester Times-Union, Rochester, New 
York. 

Maurice W. GRIESBAUM 
The A. Nash Company, Cincinnati. 

CyriLt J. Hasson 
San Francisco Bay Exposition, San Fran- 
cisco. 

FRANKLIN H. KENWORTHY 
Chesapeake and Potomac Telephone Com- 
pany, Washington, D. C. 

THOMAS M. KING 
Glass Containers, Inc., Los Angeles. 

WILLIAM D. KNICKEL 
Weyenberg Shoe Manufacturing Com- 
pany, Milwaukee. 

JoHN A. KRUT 
G. C. Murphy Company, McKeesport, 
Pennsylvania. 

Homer E. LupWICK 
Firestone Tire & Rubber Company, Los 
Angeles. 

WILtiAM O. MACARTHUR 
Wilbur B. Driver Company, Newark, 
New Jersey. 

HERMAN J. MAUDERER 
Westinghouse Electric International Com- 
pany, New York City. 

EDWARD F, MISCHLER 
The Strietmann Biscuit Company, Cin- 
cinnati. 

ROBERT M. OVERALL 
Gimbel Brothers, Pittsburgh. 

FLoyp A. PEARCE 
The Torrington Company, Torrington, 
Connecticut. : 

HERBERT M. RAMEL 

Ramsey Accessories Manufacturing Cor- 

poration, St. Louis. 


Corporation, New 


EMIL RICHTER 
Howe Sound Company, New York City. 
J. J. RUSSELL 
Revere Copper and Brass Incorporated, 
New York City. 
WILLIAM C. SALMON 
Beach & Arthur Paper Company, In- 
dianapolis. 
WALTER E. SCHAUER 
Susquehanna Silk Mills, New York City. 
WALTER M. SCHWAGERL 
William Sellers & Company, Inc., Phila- 
delphia. 
Myron G. SHOOK 
The Glenn L. Martin Company, Balti- 
more. 
CHARLES H. STEVENS 
Samson United Corporation, Rochester, 
New York. 
JAMES B. TEMPLETON 
F. H. Peavey & Company, Minneapolis. 
R. B. TULPIN 
Central Illinois Public Service Company, 
Springfield, Illinois. 
L. CLAYTON VALLIER 
Buffalo Foundry & Machine Company, 
Buffalo. 
EarL G. WARD 
Montgomery Ward & Company, Chicago. 
WILLIAM D. WEBSTER 
Victor Chemical Works, Chicago. 
J. G. WILSon 
Montgomery Ward & Company, Chicago. 
CLEEMANN WITHERS 
Sperry Gyroscope Company, Inc., Brook- 
lyn. 
WILLIAM H. YATES 
Lady Esther, Ltd., Evanston, Illinois. 


Institute’s Planning Committee 
(Continued from page 368) 
objectives of the organization, as en- 
visioned at this time, should be. Sug- 
gestions as to specific activities and 
undertakings will be welcome, whether 
of a current or long range character. 

The Committee asks that the sugges- 

tions be presented first to presidents of 

Controls, to be forwarded to national 

headquarters. Members at large, not in 

Control territory, are invited to send 

their suggestions direct to national 

headquarters. 

The Committee with the approval of 
the Board of Directors, thus calls the at- 
tention of all members of The Institute 
to the work contemplated and urgently 
asks for constructive suggestions and 
ideas, to be presented through Presidents 
of local Controls. This should provide 
an abundant field for consideration and 
study and at the same time provide an ex- 
cellent cross section opinion of our mem- 
bership as to the best roads to take. 


It has been pointed out on many oc- 
casions that one of the principal prob- 
lems of an organization such as The 
Controllers Institute of America is to 
select carefully the activities in which 
it shall engage, out of the many sug- 
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gestions and proposals received from 
various sources. Various Presidents of 
The Institute have pointed out in their 
annual messages that it is of prime 
necessity that The Institute shall ad- 
here to a simple program leading to 
worth-while objectives, rather than to 
attempt to scatter its resources over a 
wider and more diversified program. 
It is this principle which has guided 
the work of The Institute in the six 
years of its existence and there is no 
disposition on the part of the Planning 
Committee to recommend deviation 
from this course. The Committee 
wishes, however, to have specific sug- 
gestions from members. 


WisH UNDERSTANDING OF 
WORK IN PROCESS 


“The Planning Committee felt that 
this information should be communi- 
cated to the members of The Institute 
so that there may be a thorough under- 
standing as to the nature and extent of 
the work now being done, and to be 
done, by The Institute.” 





WORK IN SAFE HANDS, 
SAYS PRESIDENT 

President Henry C. Perry, of The 
Controllers Institute of America, 
commenting on the foregoing state- 
ment by Chairman Hennessy, of the 
Planning Committee, says: 

“In this number of THE Con- 
TROLLER the Planning Committee 
of The Institute makes its bow to 
the membership through a state- 
ment of purposes by Chairman 
Hennessy. Growth of The Insti- 
tute as a national organization de- 
mands the thoughtful study of men 
fully acquainted with the progress 
already made and application of 
such thought to the formulation 
of policies. The Planning Commit- 
tee constitutes the research unit 
upon which the national Board 
will depend in the establishment 
of its future objectives. The repre- 
sentation on this committee will at 
once inspire confidence and give 
assurance of continued progress. 
This work is in safe hands.” 


























Meetings of 
Controls 











Baltimore 


A meeting of members of The Control- 
lers Institute of America, and of prospective 
members, was held in Baltimore, November 
19, at the Hotel Emerson. Mr. M. G. Shook, 
of the Glenn L. Martin Company, served 
as chairman. A decision was reached to ap- 
ply for a charter for organization of a 
Control. A petition for a charter was cir- 
culated. January 6 was set as the date for 
the next meeting of the Control. 


Buffalo 


A meeting of members of The Institute 
and of prospective members was held at 
Hotel Statler, Buffalo, on December 3 to 
consider plans for organization of a Con- 
trol. Mr. Frank E. Davis, of the National 
Gypsum Company, presided. The managing 
director of The Controllers Institute of 
America addressed the meeting, after which 
a petition for a charter for a Control in 
Buffalo was circulated. The petition was 
signed by more than the required number 
and was forwarded to the national office. 
Another meeting will be held early in Jan- 
uary, at which time nominations for officers 
and directors will be made and further steps 
taken to complete organization of the Con- 
trol. 

Chicago 

Mr. A. W. Zelomek, economist of Fair- 
child Publications, addressed the Chicago 
Control on November 23 on “Causes of the 
Present Business Recession and What May 
Be Expected in 1938.’ Mr. Zelomek’s ad- 
dress was timely and informative. It was fol- 
lowed by a lively discussion period. The 
Technical Committee, of which Mr. Charles 
F. Scully is chairman, conducted a round 
table discussion on ‘The Controller in Per- 
sonnel Relations.’”’ This discussion took 
place after the address by Mr. Zelomek and 
was participated in by most of those present 
for the earlier part of the meeting. The 
Program Committee announced that its De- 
cember meeting will be held on December 
21 and will be in the nature of a Christmas 
party. 

Cincinnati 

“Current Tax Legislation’’ was the sub- 
ject of an address by Mr. Carl Bumiller, 
of the legal department of the Union Cen- 
tral Life Insurance Company, at the 
monthly meeting of the Cincinnati Con- 
trol held November 17 at Hotel Alms in 
Walnut Hills. Following the address mem- 
bers of the Control were given the oppor- 
tunity of asking questions on puzzling tax 
problems. President George F. Brenner 
presided. 

Cleveland 

Mr. Russell Weisman of the Cleveland 
“Plain Dealer,” addressed the Cleveland 
Control at a meeting held November 9 at 





the Hotel Cleveland. Mr. Weisman is an 
economist and writer. He discussed busi- 
ness prospects for 1938. President W. M. 
Thernes was in the chair. 


Detroit 

Three subjects were set up for discus- 
sion at a meeting of the Detroit Control 
held November 10 at the Intercollegiate 
Alumni Club: (1) “Use and Sales Tax’’; 
(2) “Application of Burden in Inven- 
tories’; and (3) “Depreciation Rates Al- 
lowed and Problems under T.D. 4422.” 
All three of these subjects were treated in 
a round table discussion. President Lester 
R. Downie presided. 


Los Angeles 

Mr. J. C. Yarbrough, controller of the 
Los Angeles Railway, addressed the Los 
Angeles Control at a meeting held Novem- 
ber 18, on “Treasury Decision No. 4422 
Relating to Depreciation.”” Mr. George W. 
Fay, president, presented a list of varied 
subjects of interest to controllers at the 
close of Mr. Yarbrough’s address, and sev- 
eral of the subjects were discussed at length, 
in round table conference fashion. President 
Fay presided. 

Milwaukee 

Mr. Arthur J. Geniesse, assistant chief, 
Social Security Tax Department, Milwaukee, 
addressed the Milwaukee Control at a meet- 
ing held November 9 at the University Club. 
Mr. Geniesse stated that more of the details 
in connection with employers’ reports, also 
in connection with the filing of reports, 
would be cared for by the district offices in 
the future than in the past and that this 
arrangement would facilitate administration 
of the law both for employers and for the 
Social Security Board. 

Seven directors were elected for the re- 
mainder of the current year in a brief busi- 
ness session of the Control held late in the 
evening, Messrs. James A. Keogh, of the 
Allis-Chalmers Manufacturing Company; 
W. D. Knickel, of the Weyenberg Shoe 
Manufacturing Company; L. G. Regner, of 
the Briggs & Stratton Corporation; Richard 
E. Vogt, of the Herzfeld-Phillipson Com- 
pany; James F. Howard, of the National 
Enameling and Stamping Company; Werner 
Lutz, of the Jos. Schlitz Brewing Company; 
and John J. Balsom, of the Harley-David 
son Motor Company. 

It was announced that the December 
meeting wili be devoted to a discussion of 
income tax problems by a representative of 
the Milwaukee Internal Revenue office. It 
was announced further that the Program 
Committee recommended various phases of 
the subject of rate making and computation 
in workmen’s compensation procedure be 
discussed in the January meeting. 

Mr. Shepard E. Barry outlined briefly a 
program to be followed by the Chamber of 
Commerce of the United States which, he 
believed, should help to restore confidence 
in business and which would probably have 
a pronounced influence on the feeling of 
all those engaged in industry, whether em- 
ployees or employers. 

At a meeting of the Board of Directors of 
the Control which followed the general 
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meeting, Mr. Laurence Regner was elected 
vice president and Mr. W. D. Knickel 
was elected treasurer. Mr. Knickel is also 
secretary of the Control. 

President Keogh presided over the meet- 
ing of the Control and of the Board of 
Directors. 


New England 

Mr. N. E. Peterson, industrial statistician 
of the First National Bank of Boston, ad- 
dressed the New England Control Novem- 
ber 16 at a meeting held at the University 
Club on “Business Forecast for 1938.” He 
presented an analysis of current conditions 
and of the future prospects. President C. 
Ellis Spencer presided. The meeting was 
attended by President Henry C. Perry of 
The Institute. 

Mr. Peterson touched briefly on the causes 
of the recent decline in the securities mar- 
kets, which he attributed principally to 
prospective lower earnings in industry as a 
result of labor cost increases, and to a com- 
plete reversal on the part of the adminis- 
tration of its former inflationary policies. 
He then took up the question of the nature 
and extent of the current recession in busi- 
ness, presenting the reasoning both of those 
who believe that this is an intermediate and 
temporary recession, and of those who be- 
lieve that we may be in the beginning of a 
major depression. He felt that it is ex- 
tremely difficult to see clearly at the present 
time which of these two views is correct, 
and suggested that business men should de- 
fer for a few weeks at least making any defi- 
nite plans and commitments for next year. 
It is his belief that the trend of the sensitive 
index of commodity prices over the next 
few weeks may indicate whether a long 
deflationary period is in prospect, or whether 
we can expect a reasonably early recovery. 
At the conclusion of Mr. Peterson’s formal 
address there was an extended discussion 
period during which he answered numerous 
questions submitted by members present. At 
the conclusion of the discussion the meeting 
extended to Mr. Peterson a rising vote of 
thanks for his frank and thorough presenta- 
tion of the subject. 


Philadel phia 


“The 44-Hour Law in the State of Penn- 
sylvania” was the subject for discussion at 
a meeting of the Philadelphia Control held 
at the Penn Athletic Club, November 23. 
The speaker of the evening was Mr. V. S. 
Karabasz, assistant professor of industry, 
Wharton School, University of Pennsylvania. 
Mr. Karabasz is also affiliated with the De- 
partment of Labor and Industry as special 
economist and assistant administrator of 
labor standards and enforcement. He is also 
consulting economist in the Department of 
Forests and Waters of the Commonwealth 
of Pennsylvania, and is the author and co- 
author of several works, including “Man- 
agement of an Enterprise’’ and ‘‘Manage- 
ment of a Textile Enterprise.” 

Mr. D. H. Schultz acted as chairman of 
the meeting, which was called to order by 
President V. L. Elliott. 

The Program Committee of the Philadel- 
phia Control is considering arranging a 
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series of luncheon meetings and is consult- 
ing the members of the Control as to their 
interest in this undertaking. 


Pittsburgh 
The Pittsburgh Control met on Novem- 
ber 17 at the Roosevelt Hotel. It was a 
joint meeting with the Pittsburgh Chapter 
of the Pennsylvania Institute of Certified 
Public Accountants, and the Pittsburgh 
Chapter of the National Association of 
Cost Accountants. The meeting was ad- 
dressed by Mr. Carman G. Blough, chief 
accountant for the Securities and Exchange 
Commission. His subject was ‘‘Phases of the 
Administration of the Securities Exchange 
Act of 1934.” 
Rochester 


“Inventory Valuation’’ was the subject 
for discussion at a meeting of the Rochester 
Control held November 24 at the Rochester 
Club with President John N. Lambert pre- 
siding. The discussion leader was Mr. L. S. 
Callaghan, of the Todd Company. Mr. 
Callaghan is also chairman of the Program 
Committee. He has circulated among the 
members of the Control a brief question- 
naire designed to elicit suggestions with 
respect to subjects of timely interest and 
concern to the members. Future programs 
will be based on the replies. December 29 
is the date for the next meeting of the Con- 
trol. 

San Francisco 

“Current Trend of Retirement Plans to 
Provide Retirement Income’’ was the sub- 
ject for discussion at a meeting of the San 
Francisco Control held November 18 at the 
Olympic Club. The meeting was addressed 
by Mr. P. F. Boquet, Pacific coast manager 
of the Group Insurance Division of the 
Metropolitan Insurance Company. President 
John R. McKee presided. 


Syracuse 

Members of The Controllers Institute of 
America in the Syracuse area met at the 
University Club, Syracuse, on December 1 
to consider plans for organization of a 
Control in Syracuse. It was found that there 
are a sufficient number of members in the 
Syracuse area to warrant circularization of 
a petition for a charter for a Control. This 
petition was signed by the members pres- 
ent and forwarded to the headquarters of 
The Institute. Mr. George K. Chrismer of 
the Easy Washing Machine Corporation, 
presided. The meeting was attended by the 
managing director of The Institute who ad- 
dressed the members briefly. Mr. John E. 
Williams, assistant controller of the Niagara 
Hudson Power Company, spoke of some 
problems encountered in keeping records 
and making reports required by Federal 
and state agencies under the Social Security 
Act and described changes which it is 
planned to recommend in the interests of 
simplification and unification. 


Twin Cities 

The meeting of the Twin Cities Control 
held November 2 at the Minneapolis 
Athletic Club took the form of a round 
table discussion of the Social Security Act 
and the records and reports required by it. 


This was the first round table discussion 
arranged by the Twin Cities Control as a 
program for one of its meetings. It was 
greatly enjoyed and proved to be excep- 
tionally informational. President H. P. 
Buetow presided. 


Bridgeport 

A meeting of the Bridgeport Control 
held November 3 at the University Club 
was addressed by Dr. Royal Meeker, as- 
sistant to State Labor Commissioner Joseph 
M. Tone, of Hartford, on “Economic Con- 
ditions Affecting the Trend of Wages and 
Hours of Labor.” Mr. L. M. Nichols, presi- 
dent of the Control was in the chair. 


New York City 

A largely attended meeting of the New 
York City Control was held on December 
2 at the Park Central Hotel. Mr. Thomas 
L. Evans, president, presided and reported 
that members were satisfied with the change 
in the regular meeting date on the first 
Thursday of the month, instead of the third 
Thursday. Secretary Kenneth R. Woodruff 
presented new members who were present 
and welcomed the many guests. Mr. J. H. 
MacDonald introduced the speaker, Mr. 
Walter A. Cooper, C.P.A., a partner of 
the accounting firm of Barrow, Wade, 
Guthrie and Company. Mr. Cooper spoke 
on “Annual Review of Important Federal 
Tax Decisions and Rulings.”’ His address 
was so important and so helpful that, by 
request, the entire paper is printed in this, 
the December issue of THE CONTROLLER. 
In the discussion period he answered ques- 
tions propounded by members and guests, 
covering specific cases and problems. 


Wants Work with Controller 
on Training Basis 

Young man who will complete his work 
as graduate student with Massachusetts In- 
stitute of Technology next June, wishes to 
obtain work in controller's department on a 
training basis. His teachers say he is an 
unusual combination of personality, intelli- 
gence, and mental acumen. Address Box 
No. 40, Controllers Institute of America. 





CONTROLLER'S 
“RIGHT-HAND” MAN 


Certified public accountant, attorney, 
age 35, seeks part-time connection 
(two or three days per week) at a 
very moderate salary, in or near New 
York City. 

His experience in accountancy and 
tax work, covering practically every 
phase of business activity, extends 
over the past sixteen years. To him a 
controller may delegate many duties 
and be assured of intelligent per- 
formance. He can help minimize 
taxes and maintain confidential rec- | 
ords. Although now engaged in pub- 
lic practice, he has the controller's 
viewpoint, having been a controller 
himself. Let him be your “right- 
hand” man. Box 210. 














CAN YOU 
MR. CONTROLLER? 


Can you find an opening in your 
organization for a member of the 
Controllers Institute—young, ca- 
pable, and ambitious? Enquiries in- 
vited. Address No. 42, Controllers 
Institute of America. 
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PHOTO COPIES 


Protect Valuable Documents 


Controllers know the importance of protect- 
ing valuable documents against loss or fire. 
Why risk loss of originals when photo copies 
will serve same purpose and permit originals 
to be filed in vault? Factories, banks, insur- 
ance companies and other businesses find it 
economical and efficient to install a Rectigraph 
for copying records of all kinds. 

The Rectigraph illustrated above is a ma- 
chine for making photographic reproductions 
of documents, photographs, maps, drawings, 
handwritten or printed, at actual, reduced or 
enlarged sizes. These are known as Photo 
Copies. They may be negatives (white figures 
on black background) or positive (black figures 
on white background) as required. Prints as 
large as 18 x 24 inches or as small as a postage 
stamp can be made. Photo copies are accepted 
as legal evidence and have proven their worth 
in many law suits. 

Without obligation may we present data to 
show the application of ‘the photo copy process 
to your special business? Write today- 


Rectigraph Division of 


THE HALOID COMPANY 
Rochester, N. Y. 


701 Haloid St., 
Branch Offices in Principal Cities 
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Appointments To Institute Committees 


Appointments to committees have been made by President Henry 
C. Perry, of The Controllers Institute of America, for the current fiscal 


year, as follows: 


Admissions Committee 
E. C. Hor, Chairman 
The American Brake Shoe and Foundry 
Company, New York City. 
MartTIN V. HENNE 
Dun & Bradstreet, Inc., New York City. 
RANDOLPH LANE 
New York Quinine & Chemical Works, 
Brooklyn, New York. 
CARL V. RIEFENBERG 
Tubize Chatitlon Corporation, New York 
City. 
ARLO WILSON 
Stamford, Connecticut. 


Budget and Finance Committee 

F. G. HAMRICK, Chairman 
American Smelting & Refining Company, 
New York City. 

ARTHUR E. Davis 
The Royal Typewriter Company, Inc., 
New York City. 

LeRoy V. PORTER 
New York Central System, New York 
City. 


Executive Committee 
Ear D. Pace, Chairman 
The Philadelphia & Reading Coal & Iron 
Company, Philadelphia. 
RODNEY S. DURKEE 
Socony-Vacuum Oil Company, Inc., New 
York City. 
FRANCIS B. FLAHIVE 
Columbia Gas & Electric Corporation, 
New York City. 
J. D. HARTMAN 
The McCall Corporation, New York City. 
THOMAS H. HUGHES 
General Printing Ink Corporation, New 
York City. 


Planning Committee 
DANIEL J. HENNESSY, Chairman 
Queens Borough Gas & Electric Com- 
pany, Far Rockaway, New York. 
HERBERT A. GIDNEY 
Gulf Oil Corporation, Pittsburgh. 
THOMAS H. HUGHES 
General Printing Ink Corporation, New 
York City. 
LeRoy V. PORTER 
New York Central System, New York 
City. 
O. GORDON PRITCHARD 
Simmons Company, New York City. 
J. CALVIN SHUMBERGER 
Call-Chronicle Publishing Company, Al- 
lentown, Pennsylvania. 
PAUL J. URQUHART 
Aluminum Company of America, Pitts- 
burgh. 


Committee on Publications 


R. FRANKLIN Hurst, Chairman 
Walter Scott & Company, Plainfield, New 
Jersey. 





FRANKLIN D. COLBURN 
The Hegeman-Harris 
New York City. 

T. E. J. CROWLEY 
The New York American, New York 
City. 

F. C. WATKINS 
Brooklyn, New York. 

Harry H. WEINSTOCK 
The New York Times, New York City. 


Company, Inc., 


Committee on Education 

J. H. MacDona tp, Chairman 
National Broadcasting Company, 
York City. 

WILLIAM M. CARNEY 
Scott Paper Company, Chester, Pennsy]- 
vania. 

F, EAKIN 
A. E. Staley Manufacturing Company, 
Decatur, Illinois. 

PROFESSOR WYMAN P. FISKE 
Massachusetts Institute of Technology, 
Cambridge, Massachusetts. 

Louis W. JAEGER 
Colonial Optical Company, Inc., New 
York City. 

CarRL G. JENSEN 
A. M. Byers Company, Pittsburgh. 

Lewis D. PARMELEE 
Atlantic Gulf & West Indies Steamship 
Company, New York City. 

Morris TRACY 
Niagara Hudson Power 
Syracuse, New York. 


New 


Corporation, 


Committee on Ethics and Professional 
Standing 
HENryY F. Storck, Chairman 
Ford, Bacon & Davis, Inc., New York 
City. 
DANIEL A. BEATON 
East Lynn, Massachusetts. 
Roy S. HOLDEN 
Public Service Company of Northern II- 
linois, Chicago. 
FRANK B. HUTTON 
Spool Cotton Company, New York City. 
RICHE H. JOHNSON 
Socony-Vacuum Oil Company, Inc., New 
York City. 
FRANCIS W. RAUHE 
American Chicle Company, Long Island 
City, New York. 
GEORGE H. RICHARDS 
Celluloid Corporation, 
Jersey. 
FreD H. Troup 
RCA Manufacturing Company, Inc., Har- 
rison, New Jersey. 
W. C. TURNER 
The Curtis Publishing Company, Phila- 
delphia. 
F. A. ULMER 
Monsanto Chemical Company, St. Louis. 
MARTIN E. WAGNER 
Graybar Electric Company, Inc., New 
York City. 


Newark, New 








EUGENE F. WALSH 
Universal Pictures 
York City. 
Committee on Social Security Procedure 3 

C. J. VANNIEL, Chairman 
Eastman Kodak Company, 
New York. 

JAMES F. ALLEN 
The American Laundry Machinery Com- 
pany, Cincinnati. 

Davip K. BOUTON 
Refined Syrups, Incorporated, New York 
City. 

CLARENCE R. BRITTEN 
Monroe Calculating Machine Company, 
Orange, New Jersey. 

RALPH E. Burks 
Standard Accident Insurance Company, 
Detroit. 

J. F. GARVIN 
Fibreboard Products, Inc., San Francisco. 

ARTHUR M. DEWEY 
The Joseph & Feiss Company, Cleveland. 

VINE F. CovERT 
Westinghouse Electric & Mfg. Company, 
Pittsburgh. 

FREDERICK B. FAUQUIER 
American Transformer Company, New- 
ark, New Jersey. 

JOHN W. Hooper 
American Machine & Foundry Company, 
Brooklyn, New York. 

JOHN N. LAMBERT 
Snider Packing Corporation, Rochester, 
New York. 

Mauritz G. MyRrELIus 
General Refractories Company, Philadel- 
phia. 

THOMAS B. TOMKINSON 
The B. F. Goodrich Company, Akron, 
Ohio. 

Davip R. ANDERSON 
The Kendall Company, Walpole, Massa- 
chusetts. 

DwiGuHrT B. BILLINGS 
Pacific Mills, Boston. 

PHILIP R. PALAMOUNTAIN 
Otis Company, Ware, Massachusetts. 

CHARLES W. TUCKER 
H. P. Hood & Sons, Inc., Boston. 

HERBERT T. SHORT 
Bekins Van & Storage Company, Los 
Angeles. 


Corporation, New 


Rochester, 


Committee on Cooperation with the 
Securities & Exchange Commission 
RoscoE SEYBOLD, Chairman 
Westinghouse Electric & Mfg. Company, 
Pittsburgh. 
THOMAS W. DINLOCKER 
S K F Industries, Inc., Philadelphia. 
WILLIAM R. DoOREMUS 


Ingersoll-Rand Company, New York 
City. 
WALTER H. DuUPKA 

Jones & Laughlin Steel Corporation, 
Pittsburgh. 


H. H. HOLLINGER 
The Firestone Tire & Rubber Company, 
Akron, Ohio. 

J. S. SNELHAM 
The Continental 
New York City. - 

DONOVAN H. Tyson 

United States Pipe & Foundry Company, 

Burlington, New Jersey. 


Can Company, Inc., 
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The following index of articles and other material which have 
been presented in. the columns of THE CONTROLLER in the twelve 
issues published during 1937, is presented with the thought that 
it will facilitate reference and make the material quickly available 
for study. 


A. 


“Accepted” Accounting Principles Questioned 
Young, Andrew B. 
How To Do Away with Unnecessary 
Parent-Subsidiary Situation 
Another Milestone in Controllership Marked by 
Sixth Annual Meeting 
Appraisers Define Ethics 


B. 


Ballantine, Arthur A. 
“Law Requires Controller To Guess at 
Best Financial Policies” 
Barnes, George L. 
“Burden of Complying with Govern- 
ment Edicts Falls on Controller” 
Bashe, C. E. 
“States Reaching Out in Efforts To Tax 
Income from Intangibles”’ 
“Be an Accountant” 
Howard Vincent O’Brien 
Blough, Carman G. 
“How Companies May Make Statement 
More Illuminating to Stockholders”’ 
Books Reviewed 
‘Accountants Certificates” 
by James H. Wren 
“Accounting Fundamentals”’ 
by George A. MacFarland 
“The Accounting Review” 
by American Accounting Association 
“Analysis of Financial Statements’’ 
by Harry G. Guthmann 
“Bank Accounting Practice” 
by L. H. Langston 
“Behind the Scenes of Business” 
by Roy A. Folke 
‘Federal Income Tax Handbook, 1936-37” 
by Robert H. Montgomery 
“Federal Taxes on Estates, Trusts and Gifts, 
1936-37” 
by Robert H. Montgomery 
“Federal Tax Law with Explanatory Di- 
gest” : 
published by Prentice-Hall, Inc. 
“How To Use Psychology in Business”’ 
by Donald A. Laird 
“Journal of Calendar Reform” 
by Monthly Calendar Association 
“Journal of the American Statistical Asso- 
ciation” 
by American Statistical Association 
“Journal of the American Statistical Asso- 
ciation” 
by American Statistical Association 
“Managing for Profit’ 
by C. E. Knoeppel 
“Municipal Bonds” 
by A. M. Hillhouse 
“NRA Economic Planning” 
by Charles Frederick Roos 
“Office Management” 
by John H. MacDonald 
“Practical Office Management” 
by Harry L. Wylie 
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“Principles of Public Utility Depreciation”’ 
by Perry Mason 
“The Recovery Problem in 
States”’ 
published by The Brookings Institute 
“The Science of Valuation and Deprecia- 
tion” 
by Edwin B. Kurtz 
“Social Security Coordinator” 
published by Tax Research Institute 
“Social Security in America” 
by Social Security Board 
“Standard Practice in Municipal Accounting 
and Financial Procedure” 
published by Municipal Finance Off- 
cers Association 
“Taxable Income” 
by Dr. Roswell Magill 
“Twenty-Five Years of Accounting Respon- 
sibility” 
by George Oliver May 
“Two Cycles of Corporation Profits” 
by Laurence H. Sloan 
Buckley, Homer J. 
“Controllers Advised To Acquire Real 
Selling Viewpoint” 


the United 


C. 
Changes in Pennsylvania Law, Proposed for 
Assessing and Collecting Taxes 
Paper by I. H. Krekstein 
Confidential Treatment of Gross Sales, Pro- 
vision for, Withdrawn 
Conference Crystallizes Thought on Newest 
Problems 
Connery Fair Labor Standards Bill, Analysis of 
Provisions 
Paper—Albert E. Meder 
Corporations Annual Statement, Accountant's 
Views 
Paper—William Dolge 
Cost Adjusting Reserve Plan, Operation of 





D. 
“Departure from Sound Principles” 
Paper—Henry B. Fernald 
Depreciation Reserves 
Dolge, William 
Paper—‘‘Professional Accountant’s Ap- 
proach to Corporation’s Annual 
Statement’ 
Duties of Controller, Definition of, by Utility 
Company 


E. 
Eakin, Franzy 
Article—‘New Methods of Accounting 
for Profits Would Improve Na- 
tional Economy” 
Papes—'‘Controller’s Methods Would 
Aid National Economy If Care- 
fully Applied” 
Efforts of Government To Control 
Paper—Donald B. Woodward 


F. 
Factors for 1937, Favorable and Retarding 
Paper—Donald B. Woodward 
Federal Charters, Control of Commerce among 
States by 
Paper—Senator J. C. O'Mahoney 
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Fernald, Henry B. 
Paper—‘‘Constant 
Companies To 
Sound Principles” 
Financial Policies 
Address—Arthur A. Ballantine 
Form of Receipt to Employee, Devised by Cor- 
poration 


Pressure on Some 
Depart trom 


G. 
Government's Edicts, Complying with 
Address—George L. Barnes 
Gretz, Harry C. 
Paper—'‘How Employer’s Burden of So- 
cial Security Work May Be 
Eased””’ 


H. 


Hale, Clayton G. 
Paper—‘‘Appraising Firm’s Insurance 
Risks Is Controller's Responsi- 
bility” 
Haskell, John 
Address—‘‘Improved Corporate Account- 
ing Due Largely to Stock Ex- 
: change” 
Human Equation, Precedence over 
Sheets 
Address—Dr. H. C. Metcalf 


Balance 


Z. 


Ideals of Controllers Institute Restated by Pres- 
ident Urquhart 
Income Tax Returns, Processes after Filing 
Paper—D. G. Sisterson 
The Institute, Future of, Job of Controller, 
Analyzed by President Perry 
Insurance Risks, Controller's Responsibility 
Paper—Clayton G. Hale 


K. 
Krekstein, I. H. 
Paper— ‘Proposed Changes in Pennsylva- 
nia Law for Assessing and Col- 
lecting Taxes” 


Bs 
Lowenhaupt, Abraham 
Address—'‘Patman Act Difficult To Ap- 
ply to Settled Business Prac- 
tices” 


M. 

Madden, John J. 
Address—'‘Sees Trend Away from Un- 
sound Philosophies Born of 

Depression” 

Meder, Albert E. 
Paper—'‘Analysis of Provisions of Con- 
nery Fair Labor Standards Bill” 


Metcalf, Dr. H. C. 
Address—‘‘Human Equations Taking 
Precedence over Balance 


Sheets”’ 
Michie, Thomas J., Jr. 
Address—‘‘Business Will Not Be Revo- 
lutionized by Robinson-Patman 
Act” 
Mudge, James W. 
Address—'‘Subscription Rights Plan Best 
for Retaining Corporate Funds” 
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National Economy, Aided by Controller’s Meth- 
ods 
Paper—Franzy Eakin 
National Economy, New Methods of Account- 
ing Improve 
Article—Franzy Eakin 
Nelson, Godfrey N. 
Paper—'‘Uneconomic Taxation of Busi- 
ness Is Chargeable Primarily to 
Depression” 
New Issue Must Be Registered 
New Members Elected (240) in One Year 
New York State Taxes, Allocation of 
Article—Commissioner Graves 
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Old Age Benefits Bureau Thankful for Coopera- 
tion of Employers 

Old Age Benefits Tax, Employees’, Simplifica- 
tion Sought in Computing 

O'Mahoney, Senator J. C. 

Address—‘‘Assert Control of Commerce 
among States by Federal Char- 
ters” 

Opinions by Securities Commission’s Account- 
ant 
May Set Accounting Standards 


P. 
Parent-Subsidiary Situation 
Address—Andrew B. Young 
Patman Act Applied to Settled Business Prac- 
tices 
Address—Abraham Lowenhaupt 
Payrolls, Three Methods of Reporting, Of- 
fered New York Concerns 
Perry, H. C. 
Address—Analyzes Job of Controller, 
Future of Institute 
Procedure of Paying Account, Advances Made 
in 
Profit Sharing Plan, Details of, for Employees 
of Mining Company 
Profit Sharing Plan, Joslyn’s 
Proposed Contracts Reviewed by Controller 


R. 
Real Selling Viewpoint, Acquired by Control- 
lers 
Address—Homer J. Buckley 
Record Keeping and Procedures 
Robinson-Patman Act, Business Not Revolution- 
ized by 


Address—Thomas J. Michie, Jr. 


S. 
Securities Commission, Exemptions Extended by 
Shearer, T. E. 
Article—‘‘Responsibility of Social Se- 
curity Tax Program Rests on 
Controller” 
Sisterson, D. G. 
Paper—''Processes Through Which In- 
come Tax Return Passes after 
Filing” 
Social Security, Employer’s Work, Eased 
Paper—Harry C. Gretz 
Social Security Forms, Reporting Wages Paid 
Social Security Program, Responsibility Rests on 
Controller 
Paper—T. E. Shearer 


ISSUE 


November 


June 


November 


August 


July 
April 


September 
August 
May 


May 
October 


February 


January 


January 


October 


September 
January 
July 


January 


January 


September 
March 


January 
June 


May 


November 


June 
June 





S527 


220 
204 
110 


216 


124 


29> 


259 
13 
195 


20 


242 
71 


29 
178 


324 


167 
178 





Th ”A 


h 












PAGE 


160 


327 


220 
204 
110 


130 


290 


45 
16 


225 


259 
13 
195 


20 


242 
ek 


29 
178 


324 


167 
178 














Index—1937 








§S-2a Forms, Procedures in Reporting, Addi- 
tional 
§S-2a Forms, Procedures in Compiling by Con- 
trollers 
§S-2a Reports, Comments on Filing 
§S-2a Reports, Preparation of, by Controller, 
Appreciated 
Stabilized Accounting 
Paper—Dr. Henry Whitcomb Sweeney 
Statements to Stockholders, More Illuminating 
Paper—Carman G. Blough 
Stock Exchange Improves Corporate Account- 
ing 
Address—John Haskell 
Subjects Studied by Controller 
“Subscription Rights Plan Best for Retaining 
Corporate Funds” 
Address—James W. Mudge 
Sweeney, Dr. Henry Whitcomb 
Paper—'Stabilized Accounting Shows 
Real Financial Status and In- 
come” 


I. 
Taxation of Income from Intangibles by States 
Article—C. E. Bashe 
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Woodward, Donald B. 


Views, Government Committee’s, on Control- 
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Address—‘‘Government’s 
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Mimeograph No. 4689 

Mr. Guy T. Helvering, commis- 
sioner of internal revenue, issued this 
mimeograph under date of November 
11, with the caption, ‘Information Re- 
turn, Form 1099, Reporting Wages 
Earned but Not Paid in Same Calendar 
Year.” It reads: 

“The Bureau has received a number 
of requests from corporations, chiefly 
railroads, employing large groups of 
individuals, for permission (1) to re- 
port on information returns, Form 
1099, for the calendar year 1937, 
wages earned by certain of their em- 
ployees during the latter part of De- 
cember, 1936, and paid during 1937 
and the total wages earned during 
1937, and (2) to report on Forms 
1099 for the calendar year 1938 and 
succeeding calendar years the amounts 





To the Controller of an Inquiring, rather 
than a Satisfied Mind 


SICHECKS 


INCORPORATED 
73 MURRAY ST. NEW YORK, N. Y. 


An Accounting Procedure, paid for by the 
order for checks which make it effective 


Complete your A/P, Payroll or Dividend 
operations solely by typing your checks 
from rolls on a typewriter—usable for or- 
dinary purposes when not typing checks. 
La Monte Safety Paper Used. 











of wages earned during the year in- 
stead of the wages paid during the year. 

“It is stated that for 1936 and prior 
years the wages actually paid to cer- 
tain employees during the year were 
reported on Forms 1099, so that wages 
earned during the latter portion of De- 
cember and paid in January of the fol- 
lowing year were reported in the year 
following that in which earned. It is 
also stated that since records of wages 
are required to be kept on the basis 
of the calendar months within the cal- 
endar year for the purposes of the 
social security tax returns and the car- 
riers’ tax returns, the change will en- 
able the employers to prepare such re- 
turns and Forms. 1099 from one set of 
records. 

“Under the provisions of article 
147-1 of Regulations 94, an informa- 
tion return, Form 1099, is required to 
be filed by all persons making payment 
to another person of fixed or determi- 
nable income of $1,000 or more in any 
calendar year. The last paragraph of 
that article provides, that for purposes 
of a return of information, an amount 
is deemed to have been paid when it is 
credited or set apart to the taxpayer 
without any substantial limitation or re- 
striction as to the time or manner of 
payment or condition upon which pay- 
ment is to be made, and which is made 


available to him so that it may be 
drawn at any time, and its receipt 
brought within his own control and 
disposition. 

“The Bureau has given permission 
to the employers to report on Form 
1099 for the calendar year 1937 wages 
earned during the latter portion of 
December, 1936, and paid during Janu- 
ary, 1937, and the wages earned during 
the full twelve months of 1937, pro- 
vided that in each case appropriate no- 
tation is made on the form. 

“It will be considered a satisfactory 
compliance with the provisions of arti- 
cle 147-1 of Regulations 94, if, for the 
calendar year 1938, and subsequent 
calendar years, the employers report on 
Form 1099 wages earned during the 
calendar year in those cases in which 
the individual employee is not paid his 
wages earned in December until the 
following January. No notation need 
be made on Form 1099 in such cases. 

“Correspondence regarding this mim- 
eograph should refer to its number and 
to the symbols IT:CTR.” 








TIMELY FIGURES! 
Send your inventory and other emergency 
computations to a skilled organization of 
public calculators. 48-hour accurate service. 


ATLAS CALCULATING SERVICE 
25 E. Jackson Blvd. Chicago, Ill. 
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© However divided, or far-flung your 
organization, you can still keep a firm 
hand on the helm by Long Distance tele- 
phone service. Purchasing, production, 
sales and traffic are rapidly, directly and 
e ficiently co-ordinated over the telephone. 

Controllers turn more and more to 


systematic use of Long Distance for 


BE YOUR 


checking audits and inventories, for 
arranging contracts or insurance. And, 
finding how helpful this service is to their 
own smooth functioning, they appreciate 
its value in every department. They say, 
“Long Distance makes for economy of 
time and money, particularly at 


the new reduced rates.’’ 
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Binders - - Bound Volumes 


of “The Controller” 


Those who are interested in preserving their copies 
of the 1937 issues of THE CONTROLLER, either as bound 
volumes or in loose leaf binders, are asked to com- 
municate with “The Controller,” at 1 East Forty-second 


Street, New York City. 


A rate of $2 for binding copies, when all are for- 
warded, may be obtained; and loose leaf binders will 
be available at the same price, with suitably stamped 


cover. 











Statement of the Ownership, Management, Circulation, Etc., Required 


. P 
By the Acts of Congress of August 24, 1912, and March 3, 1933 
Of The Controller published monthly at Brattleboro, Vermont, for October 1, 1937. 
of New York, County of New York, ss 
re me, a Notary Public in and for the State and county aforesaid, personally appeared 
R. Tucker, who, having been duly sworn according to law, deposes and says that he is 
Editor of The Controller and that the following is, to the best of his knowledge and belief, 
a true statement of the ownership, management (and if a daily paper, the circulation), etc., of 
he aforesaid publication for the date shown in the above caption, required by the Act of August 
1912, as amended by the Act of March 3, 1933, embodied in section 537, Postal Laws and Regu- 
lations. printed on the reverse of this form, to wit: 

1. That the names and addresses of the publisher, editor, managing editor, and business man 
agers are: Publisher, Controllers Institute of America, Inc., 1 East 42d Street, New York, N. Y.; 
Editor, Authur R. Tucker, 1 East 42d Street, New York, N. Y.; .Managing Editor, Arthur R 
Tucker, 1 East 42d Street, New York, N. \ Business Manager, V. Thorburn, 1 East 42d 
Street, New York, N. Y 

2. That the owner is: (If owned by 
also immediately thereunder the names and addresses of stockholders owning or holding one per 
cent or more of total amount of stock. If not owned by a corporation, the names and addresses 
of the individual owners must be given. If owned by a firm, company, or other unincorporated 
concern, its name and address, as well as those of each individual member, must be given.) 

Controllers Institute of America, Inc., 1 East 42d Street, New York, N. Y. No stock or bond 
holders, membership corporation, without capital stock 

That the known bondholders, mortgagees, and other security holders owning or holding 1 
cent or more of total amount of bonds, mortgages, or other securities are: (If there are none, 

» state.) None 

That the two paragraphs next above, giving es of the owners, stockholders, and se- 

ders, if any, contain not only the list of olders and security holders as they ap- 

1 the books of the company but also, in ca } the stockholder or security holder 

upon the books of the company as trustee or in any other fiduciary relation, the name 

person or corporation for whom such trustee is acting, is given; also that the said two 

yaragraphs contain statements embracing affiant’s full knowledge and belief as to the circum- 

tances and conditions under which stockholders and security holders who do not appear upon 

books of the company as trustees, hold stock and securities in a capacity other than that 

1. bona fide owner; and this affiant has no reason to believe that any other person, associa 

tion, or corporation has any interest direct or indirect in the said stock, bonds, or other securi 
ties than as so stated by him. 

5. That the average number of copies of each issue of this publication sold or distributed, 
through the mails or otherwise, to paid subscribers during the twelve months preceding the date 
shown above is . (This information is required from daily publications only.) 

ARTHUR R. TUCKER, Editor. 


of October, 1937. 


corporation, its name and address must be stated and 


1] 
il 


bed before me this 13t 
SIGMUND FAUST, 

Notary Public, New York County, N. Y 

(My Commission expires March 30, 1939.) 
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WITH PUNCHED CARD ACCOUNTING 


ALES executives interested in keeping the 

many activities of their businesses under 

closer supervision should investigate punched 
card accounting. 


This electric machine method ideally meets 
today’s need for accurate, up-to-the-minute 
facts. Punched cards and International Electric 
Bookkeeping and Accounting Machines pro- 
vide detailed information concerning sales and 
cost of sales. The machines will interpret and 
analyze your business data and will furnish the 
definite knowledge you require. They will 
tell you what’s going on in all branches at 
all times. 


Let punched card accounting aid 


your plans for greater sales 


This modern method will enable you to make 
the greatest use of past experience in the 
planning of future quotas. Right now is the 


time to learn how punched card accounting 
can aid you during the coming year. 


This method will also provide detailed records 
concerning inventory, budgetary control, pay- 
roll and numerous other accounting proce- 
dures. Stop in at your nearest International 
office, or write for full information today. 


INTERNE TIONEL 


BUSINESS = MACHINES 
CORPORATION 


GENERAL OFFICES: 270 BROADWAY, NEW YORK, N. Y. 
BRANCH OFFICES IN PRINCIPAL CITIES OF THE WORLD 








